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INTRODUCTORY STATEMENTS 


Mr. CANFreLD. We meet today to hear the requests of the Treasury 
Department for the fiscal year 1954. 

Before we greet the Secretary and his aids, I wish to make a state- 
ment. I am very proud of the membership of this subcommittee, 
made up of men who have distinguished themselves in their respective 

stricts and in the House of Representatives. I shall refer to each 

ember briefly. 

First, there is the gentleman from Virginia, Mr. Gary, who came to 

e House as one who had a splendid record of service in the House 
of Delegates of his own State of Virginia. He is known as one of our 
Nation’s tax experts. It was under his leadership in the last two 
Congresses that our committee made some extremely important and 
helpful factfinding field studies. 

On Mr. Gary’s side of the table is the gentleman from Louisiana, 
Mr. Passman, a top business executive and one of our country’s lead- 
ng conservationists. 

Next to him is a gentleman from my own State, Mr. Sieminski, 
successful businessman, who was first elected to Congress while fight- 

ng in the heartbreak ridges of Korea, 

Here on my own side is the gentleman from Indiana, Mr. Wilson, 

vho besides serving on this committee, is also chairman of the District 
of Columbia Subcommittee on Appropriations. Mr. Wilson was-a 
much-respected high-school principal and a farmer in yesteryear. 
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The gentleman from Pennsylvania, Mr. James, is chairman of the 
board of directors of the Fr anklin Printing Co., founded by the im- 
mortal “Ben” himself. He rendered able service as a legislator of the 
Commonwealth before coming to the Congress. 

While the gentleman from Illinois, Judge Vursell, is new to our 
committee, he is not new to the House, in which he is serving his sixth 
term. He is a former newspaper publisher, insurance executive, and 
sheriff. All of us know of his capabilities in the well of the House and 
we welcome him as a most valuable addition to our group. 

Mr. Gary and I have had the longest service on this subcommittee. 
We have found it easy to agree, difficult to disagree. There have never 
been any serious differences between us. We have enjoyed working 
together. It has been so with all of us, and, as it has been in the past, 
it is my hope we will work with industry and harmony this new year. 

We also have with us Mr. Robert E. Lambert, who is our executive 
clerk. Mr. Lambert has been in the Government service these last 
33 years, most of them spent on Capitol Hill as a secretary to Members 
of Congress, as a clerk to the House Civil Service and Post Office Com- 
mittee, and as a clerk to the Military Subcommittees of the House Ap- 
propriations Committee. I have known him very closely for the last 
29 years and am very happy that this year he has been assigned to 
service on this subcommittee. He will be of extreme help to us. 

Does the gentleman from Virginia care to make a statement at this 
time ? 

Mr. Gary. Mr. Chairman, I would like to say that I share the chair- 
man’s pride in this committee. It has been my privilege to serve on 
it for a number of years and I have always felt that it is one of the 
best. committees in the Congress. Our chairman, Mr. Canfield, has 
been connected with the Congress for a long time. He served for years 
as the secretary of the Congressman from his district and has been a 
Member for, I believe, 1: 5 years. 

We have switched the chairmanship on this committee several times 
recently. Mr. Canfield was the chairman during the 80th Congress. 
I had the privilege of serving as the ranking minority member at 
that time. The last two sessions it was my pleasure to serve as chair- 
man and Mr. Canfield was the ranking minority member. Realizing 
that the change is te wr ary, I accept it at the present time with the 
very best grace, and I shall give Mr. Canfield the same cooperation 
which he has given me, which has always been of the highest order. 

We have had no politics on this committee, and I say that very 
frankly. We try to get at the facts. We realize that the Treasury 
and Post Office Departments are two of the more important depart- 
ments of our Government. We feel that they should be run efficiently 
and that they should have sufficient money to properly carry out their 
functions. 

At the same time, we all know that we face a very serious fiscal 
situation at the present time; therefore, every department of the 
(rovernment should operate as economically as possible. We have 
always had very fine cooperation from the Treasury Department, 
insofar as efficient and economical operation is concerned. The for- 
mer Secretary set up a Management Committee that did some very 
fine work. Ihave no doubt that there are things yet to be done and 
probably will be, as long as the Department exists, but I do believe 
that he made a very honest effort to give us the most efficient and most 


tl 
pe 
th 


of 





economical administration of which he was capable. I am certain 
that the same will be true during this present administration. 

[ think I can assure the Secretary and his staff that they will have 
the cooperation, not only of the majority members of this committee, 
ut of the minority me »mbers as well. 

Mr. CanFrevp. Mr. Secretary, we are very glad to greet you and 

e members of your team this morning. 


GENERAL STATEMENT 


If you have a statement that you would like to make at this time, 
we would like to hear from you. 

Secretary Humpnurey. Mr. Chairman, as you know, this is a new 
experience for most of us. Most of us are here for the first time and, 

ery frankly, I can understand very easily, after listening to your 
remarks and the remarks of the distinguished member from Virginia, 
the very fine relationships that I understand have existed between the 
ommittee and the Treasury for some time past. 

| am sure that the statements that the Treasury Department was 
conomically run are true. I have been very pleased indeed to find 

iat good organization there was in the Treasury Department, and 
little disappointed, from the point of view of being able to visualize 
iroe reductions, to find that it was quite economic ally run. 

Now, that does not mean that we haven't any room to work. As you 
aid, there will always be room as long as there is a Treasury Depart- 
ient, but I hope that you will find that you have the same, very frank, 

definite, open cooperation from us and we will hope for the same 
helpfulness from you that has prevailed in the past. 

[ have a statement here that deals with a little broader aspect of 

Treasury activities and, with your permission, I will read the 
tatement. 

[ thank the membe7zs of the Treasury Subcommittee on Appropria 
tions for the opportunity to appear here today on the Treasury De 
partment’s appropriations request for fiscal year 1954. Inasmuch as 
this is my first appearance before your committee, I must add that I 
velcome the opportunity of working with you in the common interest 


fall of u 


ROLE OF THE TREASURY DEPARTMENT IN THE PROGRAM OF THI 
ADMINISTRATION 


In his state of the Union message on February 2, President Eisen- 
ower referred to the “inescapable need for economic health and 
strength if we are to maintain adequate milits ary power and exert 
nfluential leadership for peace in the world.” The President specified 
hat we must have a fiscal and economic policy which could, among 
ther things, reduce the planned deficits and then balance the budget ; 
eet the huge costs of our defense; properly handle the burden of 
ir inheritance of debt and obligations; check the menace of infla- 
tion; work toward the earliest possible tax reduction; and encourage 
the initiative of our citizens. Our effort in the Treasury Department 
s to make progress toward those objectives. 

It is our purpose in the Treasury to help provide the proper eco- 
omic climate in America. The fiscal policy is very important in 
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determining that climate, which is intangible, but has a direct effect 
upon the lives of each of us every day. It is our purpose to establish 
and maintain such fiscal policies as will permit America to continu 
to grow and reach even higher standards of living for all its people 

What I have said means about nine things: 

That we will have a sound and stable dollar, not one of declining 
value. 

That we do not spend more than we earn. 

. That we pay a little down on our debts from time to time instead 
of ri apidly borrowing more. 

That we keep our credit vood by properly managing the debt 
Wwe Sat have. 

5. That slowly but surely and definitely we reduce the too- heay\ 
burden of taxes which, buried in the cost of everything that we buy, are 
stifling initiative and increasing the cost of living. 

That we maintain free markets in which the great America 
consumer can buy what he needs when he wants it and choose fo1 
himself what he will buy at prices he is willing to pay. 

7. That producers are free to strive to produce more, better, and 
cheaper goods to compete for the consumer’s favor in buying thei! 
particular products in competition with everything else. 

8. That we protect the savings of the old, their insurance, and thei: 
WNSIONS, 

7 And above all, that we preserve for the young the great symbol 

America, the opportunity to advance and improve themselves to 
oh limit of their own abilities and their own hard work and endeavors. 

This is the objective of the long-range planning of the Treasury 
team, and it is to this task that the Tre: asury team will devote its full 
strength and all of its time and energies. 

\s has been said by President Eisenhower, a balanced budget is a1 
essential first step in checking further depreciation in the buying 
power of the dollar. The President also pointed out that reductio: 
of taxes would be justified only as we show that we can succeed i 
bringing the budget under control. As the budget is balanced and 
inflation checked, the tax burden of today that stifles initiative can 
then be eased. 

In furtherance of the program laid down by President Eisenhower, 
the Treasury is now making a complete review of the tax structure 
It seems obvious that we must eee a system of taxation whic! 
vill allow the greatest growth of our Nation. This will call for a 
readjustment in prese nt taxes, removal ot inequities, and simplifica 
tion of our tax laws and regulations. 

There are three other basic principles which are guiding the plans 
of the Treasury Department as an arm of the Administration. As 
our economy is a sensitive mechanism, we must be cautious about hasty 
action. As President Eisenhower put it : 

Our goals can be clear, Our start toward them can be immediate—but action 
must be gradua 


In the second place, we feel too great a part of the national debt 
comes due in too short a time. The Treasury Department has already 
undertaken a program of extending part of this debt over longe1 
periods and gradually placing greater amounts in the hands of longer 
term investors. In the third place, we recognize that differences i) 
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policy between the Treasury and the Federal Reserve Board in the 
past have encouraged inflation. The Treasury is now working with 
the Federal Reserve Board with a single purpose, to serve the whole 
Nation by policies designed to stabilize the economy and encourage 
dividual initiative. 
This, in general, is the broad basis upon which we at the Treasury 
re now working to further the objectives of the new administration. 
APPROPRIATIONS, 1953, AND ESTIMATES, 1954 


I 


At this point, I should like to present to you, and with your per 

ission have inserted in the record, a summary table showing the 
[reasury’s estimated appropriation requirements for the 1954 fiscal 
year, as submitted to the Congress by former President Truman. 

Mr. CanFieLp. Without objection, that will be done. 


I Che table referred to follows:) 
innua approp ations 10 Treas ivy De partment for 1953 ar d eal mated equire= 
ments for 1954 
| Millions of Dollar 
Description A ppropria- Estimate | ™ oe (+) 
ies tions 1953 54 4 
1954 decrease (—) 
lear ' ' } 
I il 1 lai appro 4 operat the T 
| 1) Collecting the 
Bureau of | ial | 1 9 ) 
Bureau of Cu i 42 
2) Fiscal se 
Bure f Acco 4,2 { 
Burt ft P cD 
Offies Creasur I 2 
( a eau l I {8 
4) Other B u 
U1 5 Coa ird 43, 16. 2 
Burea 2.8 & 
United 8 S s ( 9 ) 
\ is Off s 
Subtota ilar annual appropriations for 
mm e Tr ury , 
i propria 
1 ¥ iet { M 
2 et pay 
( ts and ta r iu \ 62 
Refu I u 
‘ 1 
{ Int 19 
Refu 1 dr j 
Refun ter 1e ( 4 
Contributions be White H 
l Si 1 
t Dp 1 at ) P { 
I nera i sp i { ( 
& ore * 
r] 20K 638 48 


Secretary Houmpurey. As you W ill see from this table, the total esti 
mates for the Treasury Department for the fiscal year 1954 amount 
to $16,638,000,000. Most of this sum, as you are aware, represents 
ippropriations for expenditures which are determined in amount by 
tatutory and other obligations with respect to which the Treasury has 
o administrative control. For the fiscal year 1954, these estimates 
total about $15,973,000,000 or 96 percent of total requirements. They 
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include such substantial sums as interest on the public debt $6,350, 
000,000; transfers to Government trust funds, $6,382,300,000; and 
refunds of taxes and customs duties amounting to $2,613,000,000. 

The appropriations over which I shall have direct administrative 
jurisdiction are grouped in the first part of the table and amount to 
$665,300,000. The estimates here presented are those arrived at afte: 
hearings and review conducted last fall, first at the departmental level 
and later by the Bureau of the Budget. 

As you know, Mr. Chairman, the estimates of appropriations and 
justifications for the fiscal year 1954 that you have before you wert 
prepared and submitted by the outgoing administration. In connec 
tion with these estimates the Director of the Bureau of the Budget, 
on February 3, 1953, addressed a letter to all departments and agen 
cies directing a review of the 1954 budget with a view to reducing 
budgetary obligational authority, reducing the level of expenditures, 
critically examining existing programs, restraining commitments on 
new programs and generally striving for greater efficiency and re- 
duced costs. For these purposes new budget policies and criteria wert 
laid down. The Treasury Department, like other departments, is now 
in the process of reviewing its 1954 budget estimates in line with these 
new policies and we are considering a number of suggestions for 
possible reductions. However, we have not yet completed this process. 
in this situation, therefore, the Treasury representatives who will 
be appearing before you will endeavor to provide any information 
needed and to explain the programs covered by individual budget esti- 
mates for the fiscal year 1954, but these representatives will not neces 
sarily be supporting the amounts set out in the budget submission 
which is before this committee. 


INTRODUCTION OF NEW TOP OFFICIALS OF THE TREASURY DEPARTMENT 


I should like at this time to tell you a little of some of the top officials 
who have come into the Treasury in the new administration. 

Mr. Marion Folsom, the new Under Secretary, was, as you no doubt 
know, treasurer of the Eastman Kodak Co., and has spent his business 
life with that firm. He also was a founder of the Committee for 
Economic Development and since 1950 has been chairman of its 
board of trustees. In addition, he has held various Government ad 
vis ory posts. 

Mr. Randolph Burgess, who is my Deputy, is well known to you as 
recent chairman of the executive committee of the National City 
Bank of New York, as well as for the various top level positions he 
has held with the Federal Reserve System. He is a recognized au 
thority on money policy and debt management. 

Mr. H. Chapman Rose, now an Assistant Secretary of the Treasury, 
has been a close associate of mine as counsel for the M. A. Hanna Co. 
During the war, he held various Army staff jobs, and in 1946 was 
Director of the Office of Contract Settlement. 

Mr. Elbert P. Tuttle, the new General Counsel, who had a distin- 
guished Army career in the last war, comes to the Treasury with a 
background of 30 years’ experience in the practice of law in Atlanta 
and Washington as a partner in the firm of Sutherland, Tuttle & 
Brennan. 


Mr. T. Coleman Andrews, who has been appointed to the important 
ost of Commissioner of Internal Revenue, holds exceptional qualifi 
itions for his new duties. He was senior partner of the well-known 
irm of certified pub lic accountants which bore his name, as well as of 

» actuarial and pension specialist firm of Bowles, Andrews & Towne. 
In ade lition to his private experience, he headed the study group on 
ounting and auditing for the Hoover Commission on Government 
eorganization, and served as the first Director of the Corporation 
idit Division of the General Accounting Office. 

| ap preciate the op portunity to meet with the members of youl 
mmittee. My staff and I will be at your service during your ap 
opriation deliberations, and we shall welcome at any time indi 
dual or committee suggestions which you may have for improving 
ie operational efficiency of the Treasury Department. It is my 
ope, a s I know it is yours, that we shall be able to work together Wn 
losest ‘cooperation to attain our common objective of clving the 
\merican people efficient and economical Government administration. 

| would just like to add, Mr. Chairman, that I am sure you are 
istified in the pride with which you have spoken of your committee, 

id the capac ts of its members. I feel equally justified in the pride 
[ have in the capacity of the members of the Thales team. 


BIOGRAPHICAL SKETCH OF THE SECRETARY OF THE TREASURY 


Mr. CANFIELD. Mr, Secretary, you have a very impressive team. Of 
ourse, you told us nothing about the captain of that team. Without 
objection, I shall have inserted in the record at this point a bio 
graphical sketch of the Secretary of the Treasury, George M. 
Humphrey, that I have had prepared. 

The material referred to follows:) 


GEORGE M. HUMPHREY 


George M. Humphrey was nominated by President Eisenhower on January 20, 
538, to be Secretary of the Treasury, and took office on January 21, following 

nfirmation by the Senate. 

Born in Cheboygan, Mich., on March 8, 1890, Mr. Humphrey attended public 

hool and high school in Saginaw, Mich. He received his law degree in 1912 

om the University of Michigan and was admitted to the Michigan bar the same 
year, 

From 1912 to 1917, Mr. Humphrey practiced law at Saginaw with the firm of 
llumphrey, Grant & Humphrey. In 1917 he joined The M. A. Hanna & Co. at 
Cleveland, Ohio, as general counsel. He successfully became partner, vice presi- 

ent, executive vice president, president, and chairman of the board of the 
Hanna company. 

rhe following are among various industrial activities in which Mr. Humphrey 

is instrumental: Organization of National Steel Corp. in 1929, combining Weir- 

n Steel Co., Great Lakes Steel Corp., and Hanna interests in iron-ore mines, 
ike vessels, and lower lakes blast furnace properties ; organization of Pittsburgh 
Consolidation Coal Co. in 1945, combining Pittsburgh Coal Co, and Consolidation 
Coal Co. to form world’s largest bituminous-coal-producing company; organiza 

on of Iron Ore Co. of Canada in 1950 to develop Labrador-Quebec iron-ore 
deposits. 

Following his designation to be Secretary of the Treasury in the Eisenhower 
idministration Mr. Humphrey resigned as chairman of the board of the M. A 
Hanna Co, and as director, president, or chairman of the executive committee of 

number of other corporations, ending all his business connections. 

Mr. Humphrey had also formerly held the following posts: Member and 
ormer Chairman, Business Advisory Council of the United States Department of 
Commerce; trustee, Committee for Economic Development ; Chairman, Industrial 
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Advisory Committee of Economic Cooperation Administration for Revision of 
Reparations and Dismantling of Plants in Germany; member of Academy of 
Political Science, Tax Foundation, American Iron and Steel Institute, American 
Institute of Mining and Metallurgical Engineers, Newcomen Society of England, 
National Industrial Information Committee, United States Council of Inter- 
national Chamber of Commerce; member of various education and charitable 
groups. 

In 1947 Mr. Humphrey received the Charles F. Rand Medal awarded by 
American Institute of Mining and Metallurgical Engineers for distinguished 
achievement in mining administration. He holds honorary degrees from West- 
ern Reserve University and Chase Institute of Technology. 

Mr. Humphrey married Pamela Stark of Saginaw on January 15, 1918. They 
have three children: Pamela (Mrs. Royal Firman, Jr.), Gilbert Watts, and 
Caroline (Mrs. John G. Butler). 

Mr. Canrietp. I do want to read now two paragraphs from Business 
Week of February 28, 1953. 

When Eisenhower offered him the Treasury post, Humphrey did not jump at it. 
Like a proper lawyer—which he is—he went to see a lawyer. He asked counsel 
to spell out for him every legal requirement of the office, with special reference to 
stock ownership and business connections. He also asked for a report on just 
what a Secretary of the Treasury is called upon to do. 

Not until he had this information staked out did he decide to exchange his 
better-than-$300,000 in salaries for the $22,500 he will make as a Cabinet officer. 
A still harder decision was to exchange the clear, unchallenged power that went 
with the chairman of the M. A. Hanna board, for the hemmed-in and murky au- 
thority of public office. 


FUTURE SUBMISSION OF REVISED ESTIMATES 


Mr. Secretary, as I understand the picture you are now presenting 
to us, our subcommittee will be working on the budget presented by the 
outgoing administration, and it is the plan of yourself and your aides 
later to present to us such adjustments as you think proper? 

Secretary Humpurey. That is correct. I think I can tell you now 
that we will have some reductions to submit to you for consideration, 
but we are not prepared yet to go into them. We just haven’t had 
the time since we have been here, which is very short, to give this the 
study that it requires. I said at the begining this was a well-run De- 
partment, as you well know. You gentlemen, I think, I am sure, 
contributed your full share to that. 

So before we go into the detail as to the reductions we hope to make 
and as to just what they can amount to, we will require some additional 
time. However, this will be given attention and then we will immedi- 
ately present them to you for your thought and consideration. 

Mr. Canrrietp. I am sure, Mr. Secretary, we all appreciate the prob- 
lems involved. After all, you and your aides have been in office 
something less than 50 days. 

Secretary Humpnrey. Yes. 

Mr. Canrreip. Now, do you know about when you can advise this 
committee of any adjustments that you will recommend ? 

Secretary Humpurey. Mr. Parsons, what do you think about that? 

Mr. Parsons. The best information we have, sir, is that the Director 
of the Budget is going to get a review of the total picture on all agen- 
cies, and at that time we will, upon agreement with you, sir, proceed 
to advise the Congress of the changes in the Budget submitted by the 
former administration. 

Secretary Humpnrey. That is, as a total ? 

Mr. Parsons. And as parts of the total. 
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Secretary Humrurey. Then we will take up the detail with the 

ommittee. 

Mr. Parsons. That is our general understanding. That would be 
the procedure that we expect to follow. 

Mr. CanFIeLD. It is the hope of Chairman Taber that all appropria- 
tion bills will have passed the House some time in mid-May. I won- 
der if you could hazard a guess about when you would be able to give 
this committee some revision ? 

Secretary Humrurey. I think that the program is headed for April 
Le). 

Mr. Canriretp. That is when you will be able to present your further 
statement ¢ 

Secretary Humpnurey. I think that is the program, of when it is 
hoped to have these figures put together. 


TAX LEGISLATION PROGRAM 


Mr. Canrietp. Mr. Secretary, do you contemplate presenting to this 
Congress at this session a program which will encompass tax legisla- 
tion ¢ 

Secretary Humrnurey. Well, Mr. Chairman, what we do about taxes 
or what position the Treasury can take about taxes depends very 

rgely upon what is done shoe appropriations and expenditures. 

ntil we have the facts before us with respect to what the expendi- 
tures are going to be, we are very loath to make any commitments or 
even guesses as to what position we will want to t: ake with respect to 
axation. Our feeling is just this: That so often—as a matter of fact, 
universally—when the facts with respect to any difficult question are 
re marshaled and you have the facts before you, the decision becomes 
iirly simple. If you start guessing before you have the facts, you 
are so apt to make a wrong guess or say something that will make a 
program that you wish you hadn’t been involved in. 

Now, for that reason, we are very cautious about making any plans 
or programs with respect to our position on future taxation until we 
have these facts and see what the problem is that we have to meet. 

In the meantime, we are doing a lot of work and I will be very glad 
to have Mr. Folsom, in whose charge it is, to just say a word about that. 

Mr. Forsom. We are making a study of various plans for revision 
and reform to remove the existing inequities and come up with a 
better tax system. We received very fine cooperation from the out- 
going administration. They left me a book listing 43 different items 
of revision which they considered the tax issues of 1953. Some are 
technical and some are basic suggestions. 

We are also receiving many suggestions from people on the outside 
who have been studying tax revision for a number of years, various 
organizations—the Bar Association, accounting associations, various 

usiness organizations. We have been meeting with a number of 
those groups and they have submitted to us plans they think we should 

tudy, somewhat in line with the suggestions they have made to the 
Joint Committee on Internal Revenue Taxation. We are also work- 
ing closely with Mr. Stam and his staff. So we are actually studying 
these various plans of reform and revision, and I understand there 
will be hearings probably later on at which we will have an oppor- 
tunity to present our views. That is a long-range study and probably 
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won’t result in any recommendations this year. In the meantime, we 
are getting information and will have it available when expenditure 
figures are out, so we can at that time present our views as to what 
we think should be done with taxes this year. But the other study, 
the long-range study, is one we have been devoting a lot of time to 
We have several people working on it. We hope we will be able to 
come out with some suggestions in that area. 


REORGANIZATION OF THE BUREAU OF INTERNAL REVENUE 


Mr. Canriecp. Mr. Secretary, one of the largest and certainly one 
of the most sensitive bureaus under your jurisdiction is the Bureau 
of Internal Revenue. The Treasury Department apparently is now 
making a study of the recent reorganization of the Bureau of Internal 
Revenue. 

Secretary Humpnrey. Yes. Mr. Andrews isn’t here this morning, 
but he is undertaking a complete study of the reorganization that was 
put into effect. How efficient it is, how effective it is, what changes, 
if any, should be made in the program. There again, he is going to 
take plenty of time before reaching a conclusion, for two reasons. 
First, that is a big going concern with a lot of taxes to collect on 
the 15th of March and a lot of cases to be handled currently, and 
that business has to flow, so that his endeavor is to keep the Bureau 
functioning as well as it possibly can while he is making his wry. 
i doubt if he will have any definite program with respect to just 
what he would like to do—the changes he would like to recommend 
for consideration—before, perhaps, the 1st of July. It is a big or- 


ganization, as you well know. This is rather a complete reorganiza 
tion. A great many changes were made, and there were a great many 


changes in personnel. I think he wants to have a pretty comprehen- 
sive plan well thought out before he reaches any conclusions or makes 
recommendations. 


SALES OF SAVINGS BONDS EXCEED REDEMPTIONS 


Mr. Canriextp. Mr. Secretary, certainly all of us were glad to notice 
in print yesterday the story relating that in February, as in January, 
of this year, sales of savings bonds exceeded redemptions. That is 
true? 

Secretary Humpnrey. That is correct, and it is a very heartening 
thing. 

re Burgess is here. Mr. Burgess, as you know, is in charge of our 
debt management. I would like to have Mr. Burgess just say a word, 
not on ae about that program, but some of his other thoughts with re 

spect to the funded debt programs. 

Mr. Canrretp. The committee will be glad to hear from Mr. 
Burgess. 

FUNDED DEBT PROGRAMS 


Mr. Burcess. Mr. Chairman, thank you. As was brought out in the 
Secretary’s statement and in the President’s state of the Union mes 
sage, we believe that the debt now is too compressed. It matures 
within too short a time, and there is too much concentrated in the 
banks. That tends to be inflationary, because it uses bank credit and 
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ikes an increase in bank credit. That is particularly important right 
ww because, as we go into the second half of this calend: ar year, with 
he way the taxes fall due. we are almost sure there will have to be 
\ditional financing. 
Now, the ‘re are a number of ways of tackling that problem. It is 
: One could say “Well, why don’t you refund the debt in long 
term “bonds? > You have to have somebody to buy the bonds before 
ou can do that and the market for long-term money is very tight. 
[his cx isialitinGih home-building program, with a million homes, takes 
nortgage money and savings banks and insurance companies can em 
ploy their money in that way. There is a tremendous demand from 
business for money, so that if we are going to sell long bonds we have 
}do it ina market that is highly competitive. That means we have to 
ffer a little better rate and the amount of money that is available 
or Government bonds is limited in that market. 


LONG-TERM FINANCING 


Now, we will explore that and I hope in the coming months we can 
ike a start on some really long-term financing, but what can be done 
ere, again, has to wait until we have explored the matter. I am hay 
lunch Monday with the heads of some of the leading insurance 
mpanies, to talk to them about it. In the latter part of next week the 
{merican Bankers Association Committee will come down and meet 
th the Secretary and some of us to discuss the position as the bankers 
ee it. Then we have a committee of investment bankers who will meet 
vith us shortly after that. 

That is a problem for very careful exploration and we are not going 
0 jump at it. We are not going to crowd it. We are not going to 
ongest that market. We have to offer our bonds as there is a real 

irket. for them. 


SALES OF SAVINGS BONDS 


Now the one area where we know there is money is in the pockets 
of the common people of the country—the workers, the people of 
modest income. They are doing about as well as they ever did, in 
many cases, better. The way to reach them, the best way, is through 
the use of savings bonds. That has been a very fine instrument, which 
vas worked out very carefully, and is proving a good instrument. 

Now, as the Secretary said, those sales were up in January and 
February. We would like to take credit for that. We like to say that 
t is because of their confidence in the new administration, and so 
on. I think perhaps we can, a little bit, but, in the main, those things 
= due to a great wave of public opinion. I think the surveys all 

how that toward the end of 1952 there was some change. The people 
were a little more willing to save money and they had a little more 
confidence that prices were going to be more stable. Also, in May 

f last year the terms of saving bonds were improved. The interest 
rates were made a little more favorable. So they are a little more 
ittractive. Furthermore, we have a very fine committee of industrial- 

headed by Martin Clement, former head of the Pennsylvania 
Railroad, who has been promoting the payroll savings plan. They 
lave increased, through their efforts, the number of ‘people on that 
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payroll savings plan so it is around 8 million which is a very sub 
stantial increase. 

All of that combined has brought this increase in sales of savings 
bonds. Now, please just keep your fingers crossed. We don’t know 
whether that can be kept up. We are going to try to keep the heat on, 
to follow an aggressive campaign. ‘The bankers will work with us, 
I think other agencies will, and we hope we can sell more of those 
bonds. A great deal depends on how the American people feel. 

Now we hope that, following this program that the Secretary has 
suggested with President Eisenhower, that we put right at the top 
the stability of the American dollar, that that will he Ip to sell these 
savings bonds. We do feel this is going to be a healthier country if 
the public debt is distributed even more widely among the people 
rather than concentrated in a few hands in the banks and institutions. 
That is our general program, gentlemen. 


VERIFICATION OF GOLD AND SILVER ASSETS OF THE UNITED STATES 


Mr. Canrietp. Mr. Secretary, soon after you became the Secretary 
of the Treasury, you had a study made of the gold and silver assets 
of the United States. Will you say a word howk that? 

Secretary Humrurey, We ll. Mr. Bartelt is here. Mr. Bartelt, why 
don’t you just explain in a word or two just what is done in your 
checking on the inventory 4 

Mr. Barrevr. Very good, sir. The Secretary and the former Secre- 
tary, Mr. Snyder, appointed a committee of bankers to review the 
processes and the procedures followed in the ‘| reasury Department 
with respect to the handling of our money assets and also with respect 
to the audit and verification. This committee made a report and indi- 
cated that it was satisfied with the procedures being followed, and it 
recommended the appointment of a continuing committee to supervise 
the work done by the various auditing committees. 

The new Treasurer came into office on January 28, and the commit- 
tee recommended that the verification of all of the assets be made as of 
that date. Committees were appointed. They commenced their work 
promptly. ‘The work of all of the auditing committees has been under 
the constant scrutiny of representatives ‘of the General Accounting 
Office, which is, as you know, the independent agency of the Govern. 
ment to audit the accounts on behalf of the Government. 

All of the auditing work has been virtually completed. It has been 
completed at this time, and the report of the continuing committee is 
now in the process of preparation. It should be submitted to the Sec- 
retary either the latter part of this week or the early part of next 
week, 

I am very happy to be able to say that no shortages were detected. 
I might explain that the committee recommended that a test count 
be made of all of the gold up to 10 percent, and, of that 10 percent, 10 
percent of it weighed. Of the gold that was weighed, they also recom- 
mended that there be an assay of a certain part of it, and that has been 
done. That is the procedure that has been followed. 

Mr. Canrievp. Mr. Wilson, any questions? 

Mr. Witson. No. 

( Discussion off the record.) 


eV 
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Mr. Gary. Mr. Secretary, I am personally acquainted with only one 
member of your staff, but I want to say that if they all measure up 
n caliber to the new Commissioner of Internal Revenue, who was 
e dea from my hometown, you have a very excellent staff. 

Secretary HuUmpurey. Well, you could hardly expect them to all 
neasure up to Virginians, but they will do the best they can. 

Mr. Gary. I have known Mr. Andrews intimately ‘for many years. 
We grew up together, and I want to say that I don’t believe you could 

. found anyone more capable and better qualified to take over the 
- to which he*has been assigned. His appointment met with uni- 
versal approval in our ¢ ity, and we were very happy that he was chosen 
and certain that he is going to serve you ¢ and the country with distine- 
tion and honor. 

Secretary Humpurey. That is very heartening to hear that. I just 
want to say this, that it confirms all the reports that we have had from 
ill sources. There hasn’t been a note of dissension anywhere. 

Mr. Gary. He is a man of great integrity and of unquestioned 
loyalty. He will do an excellent job. 


USTIFICATIONS FOR TRUMAN BUDGET RATHER THAN EISENHOWER BUDGET 


Now, Mr. Secretary, there is one thing that I am interested in and, 
frankly, am somewhat worried about. We have before us at the 
present time the budget which was a by former President 
lruman. The jus stifieations that we have before us are the justi- 
fications for the Truman budget. It is my understanding that ion 
estimates probably will be changed. Do I understand that we will 

ive eventually a budget submitted by President Eisenhower cover 
ing all of the departments so that we will know exactly what this 
administration is requesting in the way of appropriations? 

Secretary Humrnurey, My understanding is this, and this is as 
to what we will give you, and my understanding i is that what we 

ill give you will be duplic ated elsewhere. 

“Ww e will start with the Truman budget. We will then pick out 
items in the Truman budget in which we will propose modifications. 
[tem by item they will be proposed throughout the budget, and 
then that becomes the budget that we request approval of finally. 

Mr. Gary. Does that mean that a new budget will be submitted 
for all of the departments ? 

Secretary Humpurey. All of the departments, as I understand 
it, will submit, just as we propose to, modifications of some of the 
items in this budget. They may not all be modified; there may be 
some of them left exactly as they are. There are maybe others where 
we will bring up partic ular items that we will ask to have modified. 

Mr. Gary. Then will the President submit the entire Truman bud- 
get as modified to the whole Congress, or will your modifications 
merely be submitted to this subcommittee? I am just trying to get 


at the proposed procedure. 


Secretary Humepnrey. I think it will be both. Ours will be sub- 
mitted to this committee, as others will submit theirs to their com- 
mittees, and the total will be, of course, compiled to make up the total 
picture of the entire budget. 

Mr. Gary. What progress can we make at the present time in these 
hearings if we don’t know what the requests are going to be? 











14 


Secretary Humpurey. Well, I think that the way to make some 
progress is to take these items and go through them, the modifications 
of which, after all, are going to be a small percentage of the total. 
The items which will - modified, and the amount involved in those 
items, will eventually be relatively a small percentage of the total. 
We are not going to be able to make large reductions. We are going 
to have particular items that are in this budget that we will later 
come to you about and say to you, “We think we can get along with- 
out this or reduce it to some extent.” But we will make a lot of 
progress because well over 90 percent of everything that is here will 
eventually be here. So it is just a matter, as I see it, of going through 
these items and then later taking up some specific thing which can 
be very much more rapidly covered, and it will save you a good deal 
of time and save us time, too, in that we go through the “thing on 
this basis and then just pick up the particular items which will be, 
as Tsay, a small percentage of the whole. 

Mr. Gary. Frankly, I seriously question whether we should proceed 
now, or whether we should wait until we get the revised figures. 

Secretary Humpnrey. We will, of course, accommodate ourselves 
to you in any way you desire. 

Mr. Gary. It seems to me we are going to have to go over all of this 
again in the light of the revised estimates, and while it may not take 
use twice as long, because it may not be necessary to consider all of the 
evidence, it certainly will take us longer. I do not say this in criticism 
of the administration, because I realize it takes time to do these things. 

Secretary Humpnrey. It is just a question of which way you gentle- 
men prefer to proceed, 

Mr. Gary. I understand that it takes time to do these things and I 
have no criticism at all for the fact that you haven't got the figures 
now. I do question, however, whether, in the long run, we could not 
accomplish just as much by waiting until after you get your revised 
figures and then conducting our hearings. 

Secretary Humpnurey. I think there is no reason why we can’t ac- 
commodate ourselves to your pleasure in that matter. 

There will be, of necessity, some lost motion in doing it this way, but 
I don’t think it will be burdensome. We will do it either way. 

Mr. Passman. Mr. Chairman, will the gentleman from Virginia 
yield for a brief statement ? 

Mr. Gary. Yes. 

\MOUNT OF FIXED REQUIREMENTS 


Mr. Passman. From the table you submitted, the total estimate 
for the Treasury Department for the fiscal year 1954 amounts to 
$16,638,000,000; 96 percent of the total requirements are fixed. Any 
reductions made will have to be made from 4 percent of the total 
submitted in this estimate. That is my understanding. 

Secretary Humrnurey. I think the figures, about halfway up the 
page, there with the double line, where you see in the last column “Plus 
$10.3 million” are what we will be discussing. 

Mr. PassMAN. I was referring to that part of your statement where 
you gave the amount of the fixed total, so any adjustment that would 
come along later would have to be made out of 4 percent of the estimate 
submitted to date. 
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Mr. Gary. But the other 96 percent doesn’t require any hearing. 
Che hearings are confined to that 4 percent. 

Secretary Humpnrey. If you will run down to the first several 
tems on the first double line, right in the middle of the page—that is 
what the discussion is about. 

Mr. Gary. That is true, but the other part doesn’t require any heat 
ings at all. There is nothing we can do about it. We could sit here 
for months but we could not change it one bit. We have to appropri 
ate every cent of the interest for which the country is obligated. 

Mr. Passman. I am sure the chairman will give me sufficient time 
when we get around to this item to discuss the figure here of $2,613, 
000,000, “Refunds of taxes and customs duties.” 

That is all. Thank you. 


NEED FOR BALANCING THE BUDGET 


Mr. Gary. Mr. Secretary, I am delighted to see the position which 
this administration has taken and you outlined in your opening state 
ment with reference to the reduction of taxes. 1 personally feel that 
the first step fiscally for this Government to take is to balance the 
budget ; that it would be a very great mistake to attempt to reduce taxes 
until the budget is balanced. We talk a great deal about national de 
fense. I think this country must remain strong, not only militarily, but 
that it must remain strong fiscally and we cannot maintain our strength 
and continue deficit financing. Now, you suggested that there would 
be no recommendations for tax reduction until we have some idea 
concerning expenditures. Without any tax legislation, the excess 
profits taxes expire on June 30 by the limitation of the law which 
established them. It is my understanding that that in itself would 
result in a reduction of taxes of approximately $2 billion, a little 
over $2 billion, I think the estimate is. 

Secretary Humenrey. A little less than $1 billion for the 6 months 
of this year and a little over $2 billion for the year. 


EXCESS PROFITS TAX 


Mr. Gary. Yes, for the fiscal year. I noticed a statement from 
the President a short time ago to the effect that he certainly would 
not agree to release those taxes unless some substitute was put in 
their place. Can you give us any idea as to what the policy is going 
to be with reference to the excess profits tax ¢ 

Secretary Humrnrey. No; 1 can’t except to this extent: The Treas 
ury believes that the excess profits tax law is a bad law; that it is bad 
in its effect; it is bad in a great many respects; that it creates bad 
conditions. 

Mr. Gary. I may say that I agree with you on that. 

Secretary Humrurey. That it is a law that should be done away 
with. Now, the question is when inl 1 it be done away with. It is 
odd that it should terminate in the middle of a year. You would 
expect a tax on the profits of a year to go through the year, and it is 
odd to stop it in the middle of the year. W hether that tax should be 
allowed to expire, whether it should be extended, or whether a substi- 
tute should be enacted to raise an equivalent amount of money, or 
even more or less money, must depend entirely upon what the facts 
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are with respect to how much money we have to raise, and that depends 
upon our expenditures; so that the Treasury is taking the position, 
and I think it is the only sound position the Treasury can possibly 
take, that we must know what our problem is before we begin to pro- 
pose a lot of answers. 

The problem is the statement of the expenditures—how much 
money is required, and when we know how much money is required 
then we will be able to come up with answers and suggestions for you 
as to exactly how we propose to meet and solve that problem. But 
ve can’t give the answers until the problem has been stated specifically, 
and we know exactly what we are talking about. 





NEED FOR REDUCING BUDGET DEFICIT TO HARDEN THE DOLLAR 

















At the moment this budget proposes a $9.9 billion deficit. I think 
that it would be a most unfortunate thing if this country adopted or 
went through with a $9.9 billion deficit. I agree with you wholeheart- 
edly that the first job that we have to do in America in our internal 
policy is to begin to reduce these deficits and eliminate these deficits 
and get a balanced budget. That is the only way you are going to 
harden the dollar. That is the only way you are going to stop these 
inflationary tendencies which will gradually destroy our whole 
defense. If the dollar keeps buying less we are going to get less de- 
fense per dollar every day. If we completely reverse the process we 
ought to be able to get more defense per dollar. 


REFINANCING 





PROGRAM 








Mr. Gary. I would like to have a little more information with re- 
spect to your refinancing program thus far. 

Mr. Burgess was : lling us a few minutes ago something about it. 
You had an issue bonds to mature on February 15, if I am not 
mistaken. What was your experience in refinancing that issue? 

Mr. Burerss. We had $8,850,000,000 in round figures, of certifi- 
cates, 1-year certificates, falling due on February 15, which was very 
awkward, because some announcement had to be made about what to 
do with them the very first week we were in our seats. But we started 
to work on it well ahead of time. Now, the easy thing to do would 
have been to just roll those over into a 1-year certificate. We knew 
the market would take that very easily. With the President’s pro- 
gram for lengthening the debt, we didn’t think it was a good thing 
to do—to start out in a weak defensive sort of way. So we finally 
decided it would be safe to offer the holders the choice of a 1-year 
certificate or a 5 years and 10 months’ bond and then let the market 
determine how much of each one they wanted. The result was that, 
in the first place, we had to put a 214-percent coupon on the 1-year 
certificate. 

Mr. Gary. Right there—that was an increase over the previous 
l-year certificate? Now, why was that increased ? 

Mr. Burerss. Because of the change in the market. A year and a 
half previously there had been a gradual rise in the interest rate, 
partly ascribable to Federal Reserve policy, and partly caused by the 
very heavy demand for money which I referred to previously. Every- 
body has wanted money. The country has been in a very, very active 
period in which money was wanted by businessmen, by States, and 
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nunicipalities. The amount of money demanded by the States and 
municipalities for undertakings is larger than ever before in the his- 
tory of the country, I think the records will show. The building pro 
ram Was enormous. 

So it was more than enough to use up the amount of money people 
were saving, and it was forcing increases in bank credits. That is 
the basic reason why interest rates are rising, and why we had to 
pay more for our money. ‘That was the going rate for money. We 
don’t decide that. The supply and demand and the policies that 
ive adopted by the central banking system are the factors that deter 
mine that. 

We found that by puting those rates on, the result was that we got 
a conversion of 981 2 percent of the maturing certificates into the new 
obligations. 

Mr. Gary. May I interrupt you? You said you gave them a choice 
between those l-year certificates at 214 percent / 

Mr. Bureess. 214 percent. 

Mr. Gary. And a 5-year bond? 

Mr. Burcess. Five years and ten months’ bond at 214 percent. The 
holders of $620 million elected to take the longer bond. 

Mr. Gary. The holders? 

Mr. Burgess. $620 million worth went into the longer bonds rather 
than the shorter certificates. Now that wasn’t very much, but at 
least it is moving in the right direction. It meant, to that extent, 
that debt was out of the way. We didn’t have to worry about it 
for 5 years and 10 months, whereas it isn’t a good thing to have 
these great big gobs of debt fall due every few months that you have 
to meet, no matter what the money conditions are like. We want to 
reduce those amounts and spread them out longe ras we go ahead, 
so we made just a little start in where we wanted to go. 

Mr. Gary. Were the other certificates fully oe scribed ? 

Mr. Burcess. Yes. That is, 9814 percent of the money that fell 
due was turned over into this new body of obligations. That 11% 
percent was redeemed in cash. That was a good deal better con- 
version than had been true of several previous ones. 

Mr. Gary. Before we close, there is one question I would like to 
ask Mr. Burgess. What amount do you estimate the interest will be 
increased duri ing 1954 because of refinancing? 

Mr. Burcess. I would have to make an estimate of that. Of course, 
casting it that far ahead, it is very hard to know what the market will 
be. We don’t know the interest rates. 

Secretary Humpurey. Again, it depends on what the market looks 
like and what opportunity there is to cast some forward or keep it 
short. 

Mr. Gary. Well, what is this figure of $6,350,000,000 that is in the 
Truman budget based on? 

Secretary Houmpurey. That is based on rollovers, 

Mr. Burcess. Based on present current interest rates. 

Mr. Gary. Any increase in rates would add to that figure? 

Mr. Buraess. That is right. 

Mr. Gary. There has already been an increase in the $8 billion. 

Mr. Burcrss. We have allowed for that. 

Mr. Gary. That has been allowed for in the figure of $6,350,000,000, 
which is the request of the Truman budget ? 
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Mr. Burcess. That is right. 

Mr. Gary. You have no way of estimating at the present time what 
that final figure may be? 

Secretary Humrurey. No. 


Wepnespay, Marcu 11, 1953. 
Mr. Canrievp. Mr. Secretary, we are aware of the fact that you 
already kept one commitment this morning and you have another very 
mportant commitment at 10:30 o’clock with the National Security 
Council. So at this time the committee will continue its interroga- 
tion with Mr. Gary as the interrogator. 


rRANSFER OF THE COAST GUARD 


Mr. Gary. Mr. Chairman, I don’t believe I have another question, 
but I do have one observation that I want to make. I’ve heard some 
rumors recently that there is under consideration a recommendation 
made by the Hoover Commission to transfer the Coast Guard from the 
Treasury Department to the Department of Commerce. I have a 
very high opinion of the Hoover report. I have supported every 
recommendation that has come before Congress from the Hoover com- 
mittee. I don’t think, however, that any committee is infallible, and 
this is one recommendation that I fr: ankly don’t see any reason for. 

The Coast Guard has varied activities that are scattered through 
various fields and there are se +5 al de »partments to which it logic ally 
could be attached. Frankly, if any change is going to be made, 
seems to me that they are more close ly associ: ited with the Defe nce 
De eee nt than they are with any other de partment outside of the 
Treasui 

I t hink the reason for the Hoover Committee recommendation is 
that the Coast Guard has charge of aids to navigation and the com- 
mittee sought to concentrate navigation activities in the Department 
of Commerce, but that is a relatively small part of their activities. 
They have, in addition to that, extensive duties in connection with the 
national defense such as the port security program, and they have 
more duties in connection with customs enforcement than they do 
with navigation. 

Since they do work very closely with the Bureau of Customs, and 
the Bureau of Customs is now in the Treasury Department, it seems 
to me that nothing would be accomplished by the transfer but, to the 
contrary, the situation would be worse. 

[ believe in change when you accomplish something by it, but when 
nothing is accomplished, I see no reason for it. 

Mr. Canrrexp. I desire to concur in that statement and I feel that 
it is the expression of the whole committee that it wouldn’t favor any 
change of that kind at this time. 

Secretary Humpenrey. We are just delighted to have that expres- 
sion, because, very frankly, I am strong for the Hoover report too. 
But just between us the Hoover report, as it affected the Treasury De- 
partment, was not particularly effective. After our study of this thing 
we came to the conclusion that no useful purpose would be served 
whatever by changing the Coast Guard to the Commerce Department 
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and, in fact, it would be detrimental to the Service since there were 
some known disadvantages which would immediately be incurred 
and any future advantages that might come about were so far re 
moved that it just wasn’t worthwhile. 


RECOMMENDATION OF THE ROCKEFELLER COM MITTEE 


Now, the Rockefeller Committee is recommending that the change 
be made. We have asked them to put in, and they are putting in their 
report, a statement that the Treasury Department objects, and they 
are giving our reasons. I would be glad to add that this Committee 
also objected. I think it would be well. I will report that to the 
Rockefeller Committee and will be delighted to have the opportunity 
todo so. If you would give us that permission, I would be perfectly 
eT 

Mr. Canrtexp. Yes. 

beckery Houmrnrey. Now, Mr. Rose is in charge of that and I 
think you would be interested, for just a minute, if Mr. Rose would 
explain to you some of the thinking we have done on that subject which 
oncurs exactly with the way you gentlemen feel 


LETTER FROM COMMITTEE TO THE SECRETARY OF THE TREASURY 


Mr. Wiuson. Mr. Chairman, I move that the chairman of the com- 
mittee be directed to draw up an appropriate letter addressed to the 
Secretary of the Treasury to be signed by all the members of the sub 
committee and placed in the record at this point. 

Mr. CanFrevp. I think that is in order. Without objection, it will 
be so done. 

(The letter referred to is as follows:) 


MARCH 23, 1953 
Hon. George M. HUMPHREY, 
Secretary of the Treasury, 
Washington, D. ¢ 

DraR Mr. SECRETARY: I have been directed by the unanimous vote of the 
House Subcommittee on Treasury-Post Office Appropriations to advise that the 
subcommittee is opposed to the projected transfer of the United States Coast 
Guard from the Treasury Department to the Commerce Department. 

Our subcommittee has made an extensive study of Coast Guard operations 
and facilities throughout the world and we believe that their control should 
remain as now vested. 

Very sincerely yours, 
GORDON CANFIELD, 
Chairman, Subcommittee on Treasury-Post Office Appopriations 
Eart WILSON, 
BENJAMIN F. JAMES, 
CHARLES W. VURSELL, 
J. VAUGHAN GARY, 
OTto E,. PASSMAN, 
ALFRED D, SteMINSKT, 
Wembers of Subcommittee on Treasury-Post Office Appropriations 


CHANGES RECOMMENDED IN THE TREASURY AND POST OFFICE DEPARTMENTS 


Mr. Gary. Mr. Chairman, I might state in that connection that I 
have already written a personal letter to Mr. Rockefeller in which 
I tried to point out to him some changes that I thought would be very 
beneficial, both in the Treasury Department and in the Post Office De- 
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partment. In that letter, I expressed myself very strongly in opposi- 
tion to the transfer of the Coast Guard. I naturally did not attempt 
to speak for this committee, but I think Mr. Wilson’s suggestion that 
the chairman of the committee write a letter is in order and I am 
delighted to support it. 

Secretary Humpurey. Just a word in that connection: If you have 
some suggestions for beneficial changes in the Treasury, I wish you 
would give them to us, because that is what we are looking for. 

Mr. Gary. Most of the changes which I recommended were related 
to the Post Office Department. If you read some of the hearings for 
previous years, you will see that I have been after the Post Office 
Department for a long time. This committee has gotten a great deal 
more cooperation in its attempt to foster modern methods from the 
Treasury Department than we have from the Post Office Department. 
I pointed out some of the things I thought could be done in the Post 
Oflice Department. I think there is a tremendous opportunity for 
imp rovement there. I don’t know that I had any suggestions for the 
Treasury Department, but if I do in the future have any suggestions 
I will certainly pass them on to you. 

Secretary Humpuney. I would like to say this: We are green and 
most of us know nothing about government and have had no experi- 
ence with it. We are trying to do a job. We are trying to run this 
thing like a business and trying to put in business principles, and I see 
no reason why the Treasury shouldn’t be run like any ordinary busi- 
ness and that is what we are trying to do with it. But there are an 
awful lot of differences in many respects between government and 
sie and if any of you gentlemen have any ideas at all—I don’t 

‘are whether you have thought them through or they are convictions— 
if you just have a suspicion that something ought to be looked into 
or there is something we can do to improve our service, it would be 
the greatest accommodation in the world if you would call it to our 
attention. 

We will check up on it and if we don’t think it is any good we will 
tell you. On the other hand, don’t wait if you have a conviction on 
he thing. If you just have a conviction, let us know. 


REORGANIZATION OF THE BUREAU OF CUSTOMS 


Mr. Gary. I now remember that I did have some recommendations 
concerning the Bureau of Customs. I think that Bureau needs reor- 
ganization badly, and I will be glad to write you a letter on that sub- 
ject calling attention to certain discussions that took place before 
our committee last year. The President did send a reorganization 
plan for the Bureau of Customs to the Congress last vear, but it was 
disapproved in the Senate by one vote. 

Secretary Humrnrey. I would like to do a lot better than that. Mr. 
Rose is in charge of that. I would like to ask Mr. Rose to call on Mr. 
Gary tomorrow or this afternoon and get your ideas from you, Mr. 
Gary, and your thoughts about it and get them right now. If you 
have a minute, I think you would be interested in what he might say 
about the Coast Guard. 

Mr. Canrtevp. First, Mr. Secretary, this is a cooperative enter- 
prise. We want to be helpful to you and we, in turn, want you to be 
helpful to us. That is why we are glad to hear that in the next few 
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weeks you are going to come forward with some revisions in the bud- 
vet. If we work it that way, our work will approximate something 
scientific. Otherwise, it will not. 


RESOLUTION REGARDING THE COAST GUARD 


Mr. Passman. Will you yield for 1 minute / 

Mr. CANFIELD. Yes. 

Mr. Passman. I just want the record to show that I concur in the 
views of the gentleman from Virginia and of our chairman with 
respect to the Coast Guard. 

Mr. Canrieip. The Secretary feels that a formal expression of this 
committee’s strong feelings in this matter will be he ‘Ipful and without 
objection the motion of the gentleman from Indiana is adopted. 

Secretary Humpnrey. I[ have permission to immediately communi 
cate that to the Rockefeller committee ? 

Mr. Gary. Let me say this for the record. You not only can say 
that to the Rockefeller committee, but you can tell them that this 
committee has visited practically every installation of the Coast 
Guard. We have visited the installations in this country, in Europe, 
in the Pacific, and in the Caribbean. I don’t believe there is any com 
mittee of Congress that has more information with respect to a de- 
partment than this committee has with respect to the Coast Guard. 

Secretary Humrenrey. Put that in the resolution. 

Mr. Canrietp. We can do that. 

Mr. Gary. I think it ought to be in there. 

Mr. Wirson. I suggest that any of the members of the committee 
who might have suggestions for this resolution transmit them to you 
to be incorporated in the letter. 


RETENTION OF SERIES E-BONDS 


Mr. CanFietp. Mr. James. 

Mr. James. I have just one point here. Yesterday we were talking, 
not at great length, about the program of long-term financing of the 
public debt. We had a few words on the subject of the sale of E 
bonds. I wonder if there has been any analysis made of the amount 
of E-bonds that had been retained by the purchasers; that is, E-bonds 
that have come due and then been retained by the purchasers under 
this new plan. 

Mr. Burerss. About 75 percent so far have been retained by the 
holders. 

Mr. James. 75 percent. That is much better than I expected. 

Mr. Burgess. How much of that is due to wisdom and how much 
is due to negligence we don’t know. 

Mr. James. That won’t make any difference to the Treasury. 

Mr. Burcess. It is very helpful to the Treasury. That is a very 
valuable thing. 

Mr. James. The statement was made that the sale of E-bonds has 
been very much better than for some time past. More have been sold 
than have been redeemed. You haven’t, by any chance, counted in 
there these retained bonds as a resale ? 


Mr. Buragss. No. 
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Mr. James. I didn’t think you had, but I wanted to be very sure, 
because it is so unusual to have sales exceed redemptions. That is 
really good news. I have nothing further at this time. 


REFUNDS OF TAXES AND CUSTOMS DUTIES 


Mr. Passman. You mentioned, Mr. Secretary, in your statement of 
yesterday : 
Refunds of taxes and customs duties amounted to $2,613,000,000. 


Is that a part of the budget ? 

Secretary Humrpnrey. Mr. Folsom, will you answer that? 

Mr. Fousom. I think it shows up in the budget, doesn’t it, Mr. Par- 
sons? That is an estimate. 

Secretary Humpurey. That is an estimate. 

Mr. Passman. It is my understanding that about 3 years ago we 
stopped including that as a budgetary item and the Treasury Depart- 
ment merely took it from revenues and refunded it. 

Mr. Gary. It is in the budget, but it is not included as an ex 
penditure. It is deducted from receipts. 

Mr. Passman. That is true. Now the old budget is $78.6 billion. 
Is that correct? I am wondering if this $2,613,000,000 is a part of 
that budget ? 

Mr. Fotsom. It shows up here. 

Mr. Barrevr. The figure is a cash figure and it does not include 
the refunds of taxes. 

Mr. Passman. The budget does not include the refunds. That 
was my understanding. I was wondering if there had been a change 
in the policy. 


CURRENT MONEY MANAGEMENT AND FISCAL POLICY 


Mr. Sieminskt. I have a couple of points. Here, we deal with ques- 
tions of mon ey management and fiscal policy Vy. 

Mr. Secretary, I wish you every success in your new assignment. 
You have a blue-ribbon team and should do well. Questions of cur- 
rent money management and fiscal policy, as I understand your 
presentation, are bound up with some of the followi ing elements which 


we must consider in legislating: 

1. Inflation. 

2. Present large outstanding debt. 

3. The wisdom of extending this debt or converting it to a long- 
term obligation. 

4. Increase in the interest cost to the Federal Government. 

The present price level of commodities. 

6. C vest nt business activities. 

‘, Banking stability as influenced by market quotations for Gov- 
ernments., 

[t appears that when the new administration took over in 1932, 
corrected certain abuses in money management. In correcting oe 
excesses, Government had big business and heavy capital foot the 
bill. Social needs were met. Reduced were investment returns oo 
big capital. Return on private investment shrank from 5 and 
percent to 2% percent. Not only did we win a great war during this 
period, but with it, our people gained higher living standards. Now, 
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as I understand your money and fiscal approach, you seek to get 
America back to paying off the old 5 to 7 percent on investments. I 
hope you can do it without causing our great people undue hardship. 
If you do, I salute you indeed. 

(Discussion off the record.) 


SALE OF PUBLIC PROJECTS TO PRIVATE OWNERS 


Mr. Sreminski. I omitted one thing. I would like to, if I could, 
include in the record, Mr. Chairman, a statement here from the press 
made by Mr. Wilson of General Electric urging the United States to 
sell its public projects to private owners. 

Mr. Wilson says that the new companies would pay taxes approxi 
mating a billion dollars yearly instead of being tax free. ‘That means 
the Government will pick up a billion dollars in taxes. I thought 
the Treasury could take that statement under advisement. 

Secret ary Humpnurey. We will be glad to do that. 


DATE FOR SUBMISSION OF REVISED BUDGET 


Mr. Canrievp. Mr. Secretary, I am sure the members of this sub 
committee are aware of the fact that the budget presented at the Con 
gress early last year in January, commonly known as the Truman 
budget, was in the making for some 8 or 9 months, some 240 or 270 
days. 

The present administration has been in office 50 days. We are mind- 
ful of your difficulties, Mr. Secretary, in making your curre nt review. 
You indicated yesterday that you. had a target date of April 15, 1953, 
which happens to be the chairman’s birthday. However, that is unim 
portant. The important thing, as far as this committee is concerned, 
is that we are very tardy in our considerations and we are hopeful 
that you might prepare your material and move that date wp some 
what. If you can, it will be appreciated. 

Secretary Humpurry. I talked to Mr. Dodge last night and we 
do not have to wait until all the other departments have gotten theirs 
in to get the whole thing put together. We can come back to you, 
and we will come back to you, very much sooner than that, with our 
suggestions in our own Department and we can get our own business 
talked over here with you. We will do that, I hope, within the course 
of a week or 10 days. 

EDITING OF TRANSCRIPTS 


Mr. Canrrevp. One other item, Mr. Secretary. This is an impor- 
tant one. It was stressed yesterday that the sessions that this com- 
mittee were holding were executive. It was emphasized there had 
never been any real leaks on the part of this committee. That is true. 
Several years ago, however, this committee had some difficulty with 
the Treasury Department in the matter of transcripts. We found 
that in one agency in particular the evidence given by witnesses be- 
fore a membership of this committee was being completely edited and 
changed, line after line. Of course, that isn’t consistent with the 
orderly procedure and the rules of this commitee. We permit the cor- 
rection of grammatical errors and we permit minor changes that do 
not change ‘the purport of the statement offered by the witneses; other 
wise, the meanings of these hearings would be futile. We are hopeful 
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that that will be borne in mind by the witnesses that appear on the 
part of the Treasury Department. 

Secretary Humpnrey. We certainly will. 

Mr. Canrievp. Any other question ¢ 

(Off-the-record dise ‘ussion. ) 


PRANSFER OF COAST GUARD TO THE DEPARTMENT OF COMMERCI 


Mr. Canrietp. Mr. Rose, will you proceed with what you had 
mind. 

Mr. Rosr. Mr. Chairman, the consideration that we have given the 
question of whether the Coast Guard ought to remain in the Treasury 
Department or be transfered to the Department of Commerce, has 
followed very closely the lines that were indicated in the brief dis- 
cussion here. We considered each 1 of the 4 major budget breakdowns 
of the Coast Guard’s activity to see where the relationship to the 
activities of the Commerce Department was closer, as close, or not 
so close, as the relationship to the activities of the Treasury Depart- 
ment, taking them one by one. Of course, the search and rescue func- 
tion of the Coast Guard does in a sense relate to an activity of the 
Commerce Department in that the Maritime Commission has relation 
to ships that are served by the search and rescue function of the Coast 
Guard, but only along with all other ships, including military and 
so forth. 

The ocean stations maintained by the Coast Guard do have some 
relationship to various commerce activities to the extent of the mainte- 
nance aboard those ships of Weather Bureau personel and coordination 
of weather information with the Weather Bureau, and also some rela- 
tionship to Cz AA activities. 

Aids to navigation, I think, are very much like search and rescue. 
The relationship is that ships that the Maritime Administration has 
an interest in are among the ships served by those aids to navigation. 

Of course, on port security, the rel: ationship i is much closer to the 
Bureau of Customs than it is to any activity of the Commerce Depart- 
ment. 

Then there was one overall consideration which was adverted to 
here, which was this: That the Bureau of Customs operates primarily 
at ports of entry. The Coast Guard is a force in being to supplement 
the activities of the Bureau of Customs if developments in this field, 
including smuggling, indicate a necessity for that, as for instance, 
during the prohibition times that we were referring to. Finally, there 
was this further consideration that since the Coast Guard must main- 
tain, as a military organization, a state of readiness to join the Navy 
in times of emergency or war, there didn’t seem to be much prospect 
that the activities of the Coast Guard could be combined, so as to save 
in economy or create greater efficiency, with anything which the Com- 
merce Department is now doing without destroying that unitary char- 
acter of the Coast Guard and thereby impairing its readiness for the 
Navy’s purposes in time of emergency. In addition there are dis- 
advantages, owing to the disturbance and general upset to morale and 
activities incident to any transfer of that kind. Our conclusion was, 
on the whole matter, that there wasn’t a sufficient preponderance of 
reasons in favor of the recommendations of the Hoover report, to com- 
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pensate for the short term obvious disadvantages which would be 
involved, so that our feeling was on the whole matter that the transfer 
ought not to be made. 

Mr. Canrtetp. Mr. Rose, do you recall how long ago the Hoover 
Commission study was made in this situation ? 

Mr. Ross. Iam not clear on the exact date. 

Mr. Canrretp. About how long? 

Mr. Rosrg. 1948. 

Mr. Parsons. 1948 and 1949. 


ROCKEFELLER GROUP RECOMMENDATION 


Mr. Canriretp. Do I understand that the so-called Rockefeller group 
as also made a recommendation of that kind ¢ 
Mr. Rose. I am not clear just how formal a recommendation they 
have made. My only contact with it has been that they have come to us 
and discussed that possibility several times. I wasn’t aware until the 
Secretary said so that they have concluded to make a recommendation 
on the subject. 


INTEREST OF THE DEFENSE ESTABLISH MENT 


Mr. Canrieip. Well, I wonder if in the Defense Establishment itself 
they had anything to say about this projected transfer, because, I am 
sure you will agree, the United States Code describes the Coast Guard 
is a milit ary body. 

Mr. Rose. It does. Of course, from the standpoint of operating 
relationships I think the relationship with the Navy is closer than 

vith anybody else—their procurement, training, and various other 
things that are incident to the program of readiness to join the Navy 
at any time. To answer your question directly, I don’t know whether 
the Department ot Defense has expressed itself on this subject. 


COAST GUARD OPERATIONS WIDEFLUNG 


Mr. Canrietp, As Mr. Gary has pointed out, the Coast Guard oper 
ations are extremely wideflung. We had an eye opener under Mr. 
Gary’s leadership when we went way out in the Pacific to see the Coast 
Guard loran facilities on the various islands along the Aleutian chain 
and down south near Borneo. 

Mr. Gary. Don’t forget that we went as far north as the Sarichef 
Islands in the Bering Sea. We visited pre ictic ally all the stations in 

Pacific. As I say, if there is going to be any change, the most 
ical one is to put them under the Department of De fense. 


CARGO INTELLIGENCE AND EVALUATION UNIT 


Mr. Steminskt. On the other hand, Mr. Chairman, there might have 
been a reason for advancing this idea. Two factors seem significant: 
One, to better control cargo Ss _— gangsterism in our ports 
and over trade lanes, be they by air, sea, or land. The Coast Guard 
has had a magnificent re puts ation in aiding the flow of commerce: and, 
if it is desired to set up a Coast Guard Cargo Intelligence and Evalu 
ation Unit, I suggest the Treasury be charged with that responsibility. 
We have the FB 7 and the CIA; and, if better cargo evaluations are 
needed in our battle against the Reds, then the Coast Guard should 
get the call, under Treasury jursdiction. What about that million 
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pounds of rice which left Houston in a Greek ship last June 1952 
for the Orient? Where did that cargo end up? 

And how about the operations of the gentlemen who recently bought 
out Monte Carlo for part use as headquarters for his worldwide cargo 
shipments? Monaco is neutral. Noonecantouch him. What about 
his cargoes? Is everything on the up and up here? Who can tell 
us? The Coast Guard should be able to. 

Mr. Canrtevp. I would add this: That I have never met an officer 
or an enlisted man in the Coast Guard who, talking about the pos- 

ibility of change, favored leaving the Treasury Department. 

Are there any other questions on this? 


MISSION OF THE COAST GUARD 


Mr. James. I have one question. I don’t suppose it can be an- 
swered today, but I have been trying to find out for some time whether 
there is a publication or an order or a code or anything that describes 
in detail the actual mission of the Coast Guard, setting forth exactly 
what the obligations and the duties of the Coast Guard may be and 
with the limitations that may apply. Is there a code that would 
furnish that information ? 

Mr. Ross. There are various statutes that define portions of the 
mission. I couldn’t point to any one statement of the overall mission. 

Mr. James. For the purpose of clarification I think that is a job 
that might well be done. 


REQUEST FOR SHIPS FOR GUARDING PROPERTY OF THE NAVY 


We had here last year a request for funds for the purpose of build- 
ing some vessels that were to be used, allegedly, in guarding property 
of the United States Navy. I, for one, could not understand why 
the Coast Guard came to us to get money to buy ships or build ships 
for the sole purpose of guarding the ships and installations of the 
United States Navy in back channels, open waters, and in the navy 
yards. I made the point that I felt that the Navy had the job, and 
no one else, of securing and guarding the billions of dollars’ worth 
of naval property that is theirs and that it was not properly the job 
of the Coast Guard to do so. 

Now we were told, at the time I raised that point, that there was 
some sort of a writing that said that that was the duty of the Coast 
Guard if they had the facilities to perform that duty. They didn’t 
have such facilities. They came to us for money to get the money 
to buy them. It is my opinion that the Navy has put the Coast Guard 
up to that, so to speak, for I don’t think the Coast Guard is guilty 
of originating that idea. There should be a code, call it what you 
will, setting forth clearly the missions and functions of the Coast 
Guard. I don’t believe we fully understand just what they are. 

Mr. Gary. I wonder if that wasn’t covered in the Ebasco report. 

(Off-the-record discussion.) 

Mr. Vurse.tu, I would just like to raise the question or ask the ques- 
tion: Isn’t it quite possible that the Navy has a lot of small boats that 
are not used that they can employ instead of building new boats, under 
the auspices of the Coast Guard. If they have these smaller boats, 
that would be another argument not to expand the Coast Guard to do 
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the work that should be done by the Navy protecting the Navy’s 
property. Does anyone know whether they do have these smaller boats 
that could be used? Does any member of the committee know that? 
Mr. Canrretp. Mr. Vursell, when the Coast Guard request was be 
fore the committee in the last Congress, as I recall the testimony, it 
was that the Navy did not have the boats to loan and these new boats 
were needed by the Coast Guard to carry out their mission under law. 
Thank you, Mr. Rose. 


THurspay, Marcu 12, 1953. 


STATEMENT OF THE GENERAL COUNSEL OF THE TREASURY 
DEPARTMENT 


Mr. CanrreLp. Gentlemen, it was my thought that today we should 
call back for a brief statement Mr. Elbert P. Tuttle, the new General 
Counsel of the Treasury Department. His office comes under the 
Office of the Secretary of the Treasury and he was here 2 days ago 
with the Secretary but we didn’t give him an opportunity to be heard. 


BACKGROUND OF THE GENERAL COUNSEL 


Mr. Turrie. Will you be good enough to tell us a little bit about 
yourself ¢ 

Mr. Tutrrie, About myself personally or my job? 

Mr. CanFietp. About yourself first, and then about your job. 

Mr. Turrie. I was born in Pasadena, Calif. I was raised in Hono 
lulu, T. H., which, since this is an executive session I might say I 
hope will be the 49th State. I went to Cornell from Honolulu in 
1914, graduated from Cornell in time to get into the First World 
War for a short while in the Air Corps. Then after the First World 
War, after I got out of the Air Force, 1 went back to Cornell and 
graduated in law there in 1923. I went to Atlanta by just picking it 
off the map and I formed a partnership with my brother-in-law, 
William A. Sutherland, and practiced law with the firm of Suther 
and & Tuttle, later Sutherland, Tuttle, & Brennan, until I resigned 
to take this position in January. I was gone 5 years during the 
Second World War as a field artillery battalion commander in the 
Pacific in the 77th Division and after that I was appointed a Reserve 
division commander and I am a Reserve brigadier general at the 
present time. 

I have had no other Government connection, except that I am on 
the staff of the Chief of Staff on a committee on Reserve and Na 
tional Guard affairs, as a Reserve brigadier general. 

My practice during the 30 years in Atlanta has been general, al 
though my former firm specialized largely in Federal taxes. I per 
sonally gave my attention to a general practice, with offices both here 
and at Atlanta—I suppose maybe 70 percent of our volume of work 
is related to Federal taxes and other Federal matters. 

Mr. Canrretp. You succeeded whom in the Treasury as General 
Counsel ¢ 

Mr. Turtitr. Thomas J. Lynch was the General Counsel of the 
Treasury. 
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Mr. Canrietp. I understand that he is now in a law partnership of 
which Mr. Foley, the former Under Secretary of the Treasury 1s a 
member ? 

Mr. Turrir. Yes. They have offices in Washington. 


FUNCTIONS AND DUTIES OF THE GENERAL COUNSEL 


Mr. Canrietp. Mr. Tuttle, will you tell us something about your 
office—what you have to do as General Counsel ? 

Mr. Turrie. I must say I am learning new jobs each day. As 
General Counsel of the Treasury, I am the legal adviser to the Secre- 
tary of the Treasury and to all his assistants and the Under Secre- 
tary. Iam designated to head the Legal Department of the Treasury. 

Now, that includes these bureaus: First of all, there is an Assistant 
General Counsel, who is also called chief counsel of the Bureau of 
Internal Revenue. The Bureau of Internal Revenue, of course, as you 
well know, is part of the Treasury Department, and has an Assistant 
General Counsel as its chief counsel. That is the biggest and most 
important function by reason of the fact that it has to do with the 
sensitive job of collecting some $60 billion in taxes. 

Mr. Canrretp. Who is the chief counsel ? 

Mr. Turrie. Mr. Charles W. Davis was appointed chief counsel 
approximately a year ago. His resignation will be submitted when a 
successor is found. 

Mr. Canrretp. Mr. Davis succeeded whom? 

Mr. Turrie. Mr. Charles Oliphant after a short break. You might 
, or might be interested in this circumstance. Mr. Oliphant’s 
appointment was a Presidential appointment and was required to be 
confirmed by the Senate. Under the reorganization bill or Treasury 
Reorganization Plan No. 1 that was adopted last year, the position 
of chief counsel of the Sitheah was made a non-Presidential appoint- 
ment. Mr. Davis previously had been nominated as a Presidential 
appointment in the Senate. The Finance Committee failed to vote 
favorably on it. After the reorganization bill was passed, Mr. Davis 
was given the job on the other basis. I would say, for him, he has 
done a tremendous job of administration. He has worked hard for a 
year. The position, however, is a position that I think you might 

eall partially a policy position. I had a discussion with Mr. Davis 
andl he says it would be intolerable for the General Counsel or the 
Commissioner under a new administration not to have available the 
1 Slee for that position and he will tender his resignation when 

s appropriate. We are trying to find the very best man we can find 
to fill that position. It isa good position. It pays $14,800. It is not 

Presidential appointment. 

That officer is responsible for a staff of 482 lawyers in the Bureau. 

Mr. Gary. Is it a civil-service appointment ? 

Mr. Turrie. I don’t want to be uncertain in my answer, sir, but I 
don’t know. It has a civil-service status of a kind. You understand 
it does not have tenure, but it has the civil-service benefits to the 
extent of retirement and such features as that. Neither Mr. Davis 
nor I knew whether, if he didn’t want to resign, we had the right to 
remove him. Since he didn’t know, after having held the job for a 
year, I didn’t go into it, frankly, because it was not going to be 
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iecessary. Lawyers, you see, stand on quite a different basis in most 
respect from other civil-service employees. There are no funds pro- 
vided under civil-service laws to examine or give examinations to 
lawyers. That may be true of some other professional groups, too. 
So they don’t have the same type of civil-service appointment other 
employees, nonprofession: al employees, have. That is why I can’t 
inswer categorically. They have a certain kind of tenure and certain 
kind of civil-service benefits—retirement benefits—and so on. 

In addition to the Bureau of Internal Revenue, we have the Foreign 
\ssets Control. We have an Assistant General Counsel who heads 
that staff. That has to do, as you can readily recognize, with the 
Office of International Finance. He is the Chief Counsel in charge 
of that. office. 

We have a Chief Counsel of the Bureau of Public Debt, which itself 
deals with the domestic debt. We have a Chief Counsel of the United 
States Coust Guard. The other day I found a court-martial record on 
my desk. That was the second day I was here. I looked at it and 
said, “What is this court-martial record doing here?” I was told then 
that I was the Judge Advocate General of the Coast Guard. I had to 
take that one home, because that worried me. After being in the mili 
tary service, I thought that record deserved special attention. But | 
am Judge Advocate General of the Coast Guard by statute. However, 
we do have a Chief Counsel of the Coast Guard. 

We have a Chief Counsel for the Fiscal Assistant Secretary. That 
has to do with the matters that Mr. Bartelt has supervision over and 
the Bureau of Engraving and Printing. We have a Chief Counsel 
for the Bureau of Customs, which name speaks for itself. 

We have a Chief Counsel for the Office of the Comptroller of the 
Currency. There has been some dispute over this setup ; some bankers 
feel that several years ago that position should not have been placed 
under the General ; ‘ounsel’s Office of the Treasury. I mean to state 
that objectively. I don’t myself have a decided position on it. As 
long as the Secretary himself has duties with reference to the Comp 
troller of the Currency, it seems that probably his lawyer ought to be 
ible to advise him with respect to the legal functions in regard to it. 
Nhe Secretary does have functions with respect to that office. It is, at 
he present time, under the General Counsel’s Office. 

The last one is Chief Counsel of the Bureau of Narcotics. 

Each of these bureaus, of course, has rather specialized functions, 
and I have made an effort to ascertain something about the proficiency, 
is well as, you might say, the loyalty to whatever policy may be estab 
lished for these different chief counsels. I have no feeling now that 
any of them are not competent, and I have the feeling that they will all 
be entirely loyal to whatever policy the various chiefs of the bureaus 
may lay down. 

There is also an Assistant General Counsel, Mr. John Carlock, who 
is my principal general assistant. 


NAMES AND OFFICES OF THE LEGAL DEPARTMENT 
Mr. Canrtecp. Can you state the names when you make reference 


to their office? 
Mr. Turrte. Yes, sir; I will be glad to. 
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(The names and offices referred to are as follows:) 
Assistant General Counsel and Chief Counsel, Bureau of Internal Revenue (see 
above) 
Assistant General Counsel: 
Elting Arnold 
John K. Carlock 
Charles R. McNeill 
Chief Counsel: 
Coast Guard: Kenneth 8S. Harrison 
Comptroller of the C urrency : : John F. Anderson 
Bureau of Customs: Robert Chambers 
Office of Fiscal Assistant Secretary: George F. Reeves 
Foreign Assets Control: Edwin F. Rains 
Office of International Finance: Elting Arnold 
Bureau of Narcotics: Alfred L. Tennyson 
Bureau of the Public Debt: Wiley M. Fuller 

Mr. Canrretp. Now, Mr. Tuttle, when were you appointed General 
Counsel of the Treasury Department ? 

Mr. Torrie. When was I appointed ? 

Mr. Canrretp. When did you take over your duties? 

Mr. Turrie. I was sworn in, I think, the 23d day of January as an 
assistant to the Secretary, because there was a delay on the clear- 
ance before I could be designated by the President, and on the 29th 
day of January I was sworn in as General Counsel. In other words, 
we were here, and they wanted us to start working and the members 
of the Senate Finance Committee indicated that they did not feel 
that we were jumping the gun, and we were put on the job in posi- 
tions to which the Secretary had authority to appoint us earlier than 
the President could act on our appointments. 

Mr. Canrtetp. Then, vou have been in office something like 6 
weeks / 

Mr. Turrie. The same length of time as the Secretary, approxi- 
mately: ves, sir. 


WORK ON REVISION OF THE BUDGET 


Mr. Canriev_p. Currently, you are working with the Secretary in 
high echelons of the Department of the Treasury in this newly pro 
jected revision of the budget? 

Mr. Turrie. Yes, sir. Mr. Humphrey told each of us who were 
presidential appointees that he liked to work whatever policy mat- 
ters there were in pretty much of a partnership way, as he called it. 
He has indicated that he meant just about that. It is a pleasing 
aspect for me, and it has worked out thus far that way. 

The General Counsel’s Office has more functions apparently under 
this administration to perform than just giving advice that is called 
for. In other words, the Secretary and Under Secretary do discuss 
with the General Counsel and the Assistant Secretaries general mat- 
ters of ro y. 

Mr. Canrrecp. We may want to call upon you at some later date 
in view of the fact that you have been in office only a few weeks. Is 
there any particular problem you would want to present to the com- 
mittee or talk about at this time? 
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STATUS OF PROSECUTIONS 


Mr. Turrie. Just this one thing. I think you might be interested 
in the thing we have all been concerned with. I tried to find out the 
status of several prosecutions that originated from improper actions 
in connection with the Bureau of Internal Revenue. I thought you 
might like to be brought up to date on that. We hope that all of the 
weak spots have been eliminated, but very careful and constant sur- 
veillance is being made under the new Commissioner through his in- 
spection service. 

Mr. Canrrecp. We planned to go into that thoroughly when the 
Bureau representatives are here before us, but we would like to hear 
from you now because of your office. 

Mr. Turrie. Well, these former important officials; here is the 
status of their affairs, as they have been publicly stated before, but 
you may not have this in your minds. 


BOLICH CASE 


Daniel A. Bolich, who was an Assistant Commissioner and also 
was in charge of the inspection service at the time the alleged acts 
were committed. He was indicted on September 11, 1952. A motion 
for a bill of particulars has been answered by the Government. The 
tax deficiency involved in that case amounted to $7,400, with an un- 
stated income of $28,000; it is an “expenditure” case, covering the 
years 1946 to 1950, inclusive. By that, it is meant that he spent more 
money apparently than his income would authorize. 


NUNAN CASE 


Joseph B. Nunan, a tax evasion case, former Commissioner. He was 
indicted on December 2, 1952. A motion for a bill of particulars 
was answered by the Government on January 24, 1953. A motion for 
discovery filed by him is now pending and a motion to quash the in- 
dictment is now pending. The United States attorney is seeking a 
trial date of March 23, 1953. A tax deficiency of $91,000-odd with 
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unstated income of $37,000-odd. 
OLSON CASE 


James B. E. Olson, who is a former alcoholic tax head in the New 
York office, a tax-evasion case. Indictment was dated February 3, 
1953. A motion for a bill of particulars is now pending. The tax 
deficiency amounts to $22,000-odd with an unstated income amounting 
to $50,000-odd. 

There is one other investigation. I see no indictment has been re- 
turned, so it would not be appropriate to give the name of the man 
who is merely under investigation and where no indictment has been 
returned. 

Mr. Gary. Your office doesn’t handle those cases; does it? 

Mr. Turrix. They are handled by the Department of Justice. 
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INSPECTION SERVICE 


Mr. Gary. What is the function of your office in connection with 
those cases ¢ 

Mr. Turrie. It is indirect. The Bureau has an Inspection Service. 
The Inspection Service constitutes the police force more or less, 
to inspect the activities of the employees. It has nothing to do with 
tax fraud by taxpayers. That is the function of the special agents 
under the Intelligence Service of the Bureau, but the Inspection 
Service of the Bureau checks on the honesty and faithfulness of its 
own employees. 

Now, insofar as that is assisted by the members of the Chief Coun- 
sel’s office as lawyers, we are very much concerned with it. We don’t 
have any part to play actively in the prosecution, but the Inspection 
Service of the Bureau prepares the case, turns the evidence over to 
the Department of Justice, and the Department of Justice then pro 
ceeds to present the evidence for an indictment. 


REFERRAL OF CASES TO THE DEPARTMENT OF JUSTICE 


Mr. Gary. You pass on the question as to whether it is proper to 
refer it to the Department of Justice; don’t you ? 

Mr. Turrte. The Chief Counsel’s office has served in that function. 
I don’t believe I do, sir; that has not come to me in any case since I 
have been here, and I don’t believe that that has been presented 
actually to the General Counsel. I think it is handled in the Chief 
Counsel’s office of the Bureau. There are at least three people who 
determine the sufficiency of the evidence before it is presented. That 
is, that group, and then the Attorney General’s office and then the 
district attorney in the field, each of whom has to be satisfied it is 
worth present ing. 

Mr. Gary. Who determines what cases are referred to the Depart- 
ment of Justice? 

Mr. Turrie. That is done within the Inspection Service. That is 
the job of the Commissioner of Internal Revenue. His Inspection 
Service will check whenever they hear a rumor or any information 
affecting the honesty or possibility of a bribe of anybody in the 
Bureau’s employ. The inspection will be made, evidence will be 
taken, investigation will be completed, and that evidence will be 
given to the Commissioner, or to his Assistant Commissioner in charge 
of inspection, and by him referred to the Department of Justice for 
appropriate action. Now, in that process, lawyers in the Bureau and 
investigators in the Bureau will both cooperate in getting the evi- 
dence, but a decision is made at the Commissioner’s level whether to 
refer the case to the Department of Justice. 

Mr. Gary. Who determines when a case involving the fraud of a 
taxpayer, not an employee of the Government, shall be referred to 
the Department of Justice? 

Mr. Turrie. That goes this way at the present time: It is rather 
new. There is a field office called the Enforcement Division. That 
consists of lawyers for the most part. In every district of the 17 
districts, there is an Enforcement Division of the Chief Counsel’s 
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office. They hold conferences with the taxpayer or his representative. 
[hey will hear whatever evidence he has to give or explanation he 
wants to make after a case is referred to this Enforcement Division. 
If they feel that the case warrants prosecution, they send it directly 
to the Department of Justice at the present time without further 
hearing in the Commissioner’s office. 

That is a new departure that I frankly haven’t studied thoroughly. 
[ learned of it while still in private practice. I know it to be a fact 
that until about last October or November those cases were forwarded 
to the Penal Division of the Chief Counsel’s office here in Washing- 
ton. That is now called the Enforcement Branch of the Chief Coun- 
sel’s office and the taxpayer had another chance to appear in that 
fice and present his facts in his case. After that was done, it was 
referred by the Commissioner to the Department of Justice. Then 
the bapa could ask for a further hearing. In any one of those 
stages, it would be stopped by a decision that a prosecution was either 
ot jus stified or that a prosecution would probably fail. In any 1 of 
those 3 places, it could be stopped. 

Mr. Gary. Now, it is referred by whom? 

Mr. Tortie. It is referred by the Chief of the Enforcement Diy 
on in the district to the Departme nt of Justice directly. 

Mr. Gary. Is that referred to the Department of Justice in Was! 
neton or referred to the district attor ney ¢ 

Mr. Torrie. It is sent to the Enforcement Division in the district 
ommissioner’s office, who sends it to the Department of Justice in 
Washington without further hearing. 


FOLLOWUP WITH THE DEPARTMENT OF JUSTICI 


Mr. Gary. In either of those cases, in the case of an employee or 
nonemployee, do you have a followup with the Department of 
Justice ? 

Mr. Turrie. Oh, yes; we keep a file open. Now, whether there has 
been an active alert followup, I can’t say, but we have the files, because 
an agent who makes the investigation is always awaiting a call or to 
be subpenaed as a witness. Now the extent to which there is an active, 
alert followup, I will have to find out. I am quite sure the Commis 
sioner will be prepared to answer that. 


NUMBER OF LAWYERS 


Mr. Gary. How many do you have in your office? 

Mr. Turrite. The total number of lawye rs in the General Counsel’s 
office in the Treasury alone is 34 as of the end of December. In the 
l'reasury Department and in the field and in the Bureau of Internal 
Revenue itis 567. You understand that 482 of those are in the Bureau 
of Internal Revenue. 

Mr, Gary. I know you haven’t had much opportunity to determine 
this, but I wonder if you have reached any conclusion at the present 
time as to whether that number is too small, too large, or the proper 
number ? 

Mr. Tutte. I reached this tentative conclusion: That in setting up 
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the district offices, 17 district offices, there were created 17 district 
commissioners, and 17 district counsels offices were also set up. I 
have some question as to whether that district counsel’s job in all cases 
was justified. I have raised the question with the Chief Counsel. He 
is the man who, of course, set them up and assigned the personnel, and 
he thinks, of course, they were fully justified. I find, for instance, 
there are some 40 lawyers whose work is supervised by the district 
counsel in New York City; in Atlanta, 20; in Louisville, 3 3; in Buffalo, 
3; in Denver, 4; and in Birmingham, there are 5 or 6. I raised the 
question, which comes to you obviously, if 1 man can supervise the 
work of 40 lawyers in New York, does it take 1 man to supervise the 
work of 3 in Louisville? Now that district counsel doubtless keeps 
busy otherwise. He doubtless does other work to help some of his 
staff, but the setup doesn’t look to me as though it is wholly correct. 

Aside from that, at the working level, I mean the nonsupervisory 
level, I think the flow of cases through the Bureau would be slowed 
up if we took off any of the lawyers who are ac tually trying cases be- 
fore the Tax Court or working on the regulations and legislative and 
other productive work. I do think that the staff is needed to keep the 
flow of the work at the present level. 

Mr. Canrrevp. Mr. James. 

Mr. James. Mr. Tuttle, I don’t think that I have anything particu- 
larly that I want to ask you today. I am very much ples sed to note 
the thoroughness with which you have handled the ideas and com- 
plexities of that office in the few weeks that you have been in office. 


PREVENTION OF SECRETARY FROM HOLDING GOVERNMENT BONDS 


Mr. Stemrnski. Would you examine the desirability of the law 
which prevents the Secretary of the Treasury from holding any Gov- 
ernment bonds? In view of the vast popularity of Government bonds 
in our country today, doesn’t that law seem to militate, in a sense, 
against the public interest? Charlie Wilson had to unload his private 
hol lings. Here we have a Secretary of the Treasury serving in the 
Government, serving the people; what stopgap prevents him, by law, 
other than his judgment, from hurting the people in their bond hold- 
ings? Should the party in power be bonded to a tune sufficient to 
deter it from favoring the Federal Reserve Board or private interests 
to the detriment of the citizens? Or is that for the ballot box? 

We say to Charlie Wilson, “Unload private investments so you 
don’t favor private interests”; here we say to the Secretary of the 
Treasury, “Don’t hold any Government bonds.” Why? Because he 
might unduly favor the people? What deters some from saying to 
him, “Look, to heck with defense-bond holders.” 

Mr. Turriez. Of course, the reason for that is the Secretary of the 
Treasury can affect directly the value of Government bonds. The 
interest rate that is fixed on Government bonds has such a direct 
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ffect on the value of bonds that the legislative policy is certainly 
ot to let the Secretary of the Treasury, by holding any of those 
urities, affect by his own official decision the value of his own 
ropert) Vy. 
Mr. Srminski. But isn’t there some stopgap that could prevent 
e Secretary of the Treasury from favoring some interests at the 
expense of Government bonds? For instance, wasn’t the great fight 
between the Federal Reserve Board and the Secretary of the Treasury 
the last Congress because the Secretary of the Treasury wanted to 
d up the value of the bonds so that the people wouldn’t be hurt, and 
tine gn teen Reserve Board seems to have said, “No; you change your 
rograms; don’t hurt private interests” ¢ 


ELATIONSHIP BETWEEN THE TREASURY AND THE FEDERAL RESERVE BOARD 


Mr. Turrie. Well, the relationship between the Treasury and the 
Federal Reserve Board is something we certainly will understand 
ore about and more fully later, and Mr. Burgess understands the 
economic features of it now. I don’t approach an understanding of 
that. Itisa thing that, of course, Congress gives the right to the 
Secretary to do certain things and then the Federal Reserve a 
to do certain things. The interrelationship may be susceptible of 
hange. 


RECENT REORGANIZATION OF THE BUREAU OF INTERNAL REVENUE 


Mr. Canrietp. Mr. Tuttle, before you go, it is my understanding 

iat the Treasury Department is currently making a thorough study 
of the recent reorganization of the Bureau of Internal Revenue? 

Mr. Turrie. The Bureau is making that study primarily. Mr. 
( Cole “man Andrews has appointed a management engineer to give him 

‘first opinion as to the setup under the reorganization. Now, the 

Tre asury is doing it only secondarily. After he makes his study, 
ve will discuss it with him. I think that is the real situation. 

Mr. CANFIELD. Mr. Tuttle, I am very glad ps came down to meet 

ith us this morning. I am sure that all of us are impressed with 
the new Secretary of the Treasury and his side 

I was glad to read in the Washington newspapers just a few days 
ago that the distinguished gentleman from Texas, Mr. Rayburn, the 
former Spe: aker of the House, had paid the Secrets ry a very high 
tribute. Your own appearance and statement today have been well 
received. Seemingly you have a very refreshing attitude, and I know 
vou will stand ready to appear before us again. 

Mr. Turritz. At any time. Thank you very much. 
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Wepnespay, Marcu 11, 1953. 


OFFICE OF THE SECRETARY 


WITNESSES 


WILLIAM W. PARSONS, ADMINISTRATIVE ASSISTANT SECRETARY 
DAN THROOP SMITH, ASSISTANT TO THE SECRETARY 
W. L. JOHNSON, BUDGET OFFICER 

JANE M. CULLEN, ORGANIZATION AND METHODS EXAMINER 


SALARIES 


AND EXPENSES 


{mounts available for obligation 





Adjusted approy esti 
Re I I ther account 
I bl at 
{ l 1 sav 
O ns 
Description 
Direct Obligations 
1. Executive directior 
2. Administrat and coordination of legal services 
3. General administrative services é 
4. Operation and maintenance of Treasury buildings 
5. Emergency first-aid 


Total direct obligations 


1952 actual | 1953 estimate 


$2, 446, 000 $2, 585, 000 


pur- 
175, 000 
2, 621, 000 2, 585, 000 
177, 664 160, 000 
2, 798, 664 2, 745, 000 
8, 644 
2, 790, 020 2, 745, 000 


Obligations by activities 


1952 actual 


$935, 014 $920, 500 
336, 267 325, 200 
685, 707 702, 869 
597, 868 578, 831 

57, 500 57, 600 

2, 585, 000 


2, 612, 356 


Obligations Payable Out of Reimbursements From Other 


Accounts 


1. Executive direction ; 4 
2. Administration and coordination of legal services 2, 539 
3. General administrative services _ 158, 590 142, 000 
4. Operation and maintenance of Treasury buildings... 16, 486 


Total obligations payable out of reimbursements from | 


other accounts . 


Obligations incurred 


18, 000 


177, 664 | 160, 000 


2, 790, 020 


1953 estimate 


2, 745, 000 | 


1954 estimate 


$2. 620, 000 


2, 620, 000 
160, OOK 


2, 780, 000 


2, 780, 000 


1954 estimate 





142, OUU 
18, 000 


160, 000 


2, 780, 000 


” 
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Obligations by objects 


Object*ecl fic 























CP( 
‘ 41 SCTV { ae) 
i t positions $2 8 
| t 1e and temporary nployees 
Re D excess of 52-week b 8 
I t above basic rates ‘ 
’ = 
I Dp ynal serv S 
Nn Obligat 
| ] 
( l sé ) 
vel 
4 { I r ice 4 
I t 4 
ntra l 
g performed t ther 
Tt ‘ ir teri Ie 49 
Equipment 
I war l ‘ nities 
1 f 
Total direct ot 2,612 
Obli ons P. hie Out of Reimbursements From 
Other Accounts 
Pe il sé 9 
| e] 
I'y I tion of thir 
- { l it lor ervict Pp) 
| nd utility service ‘ 
% Printir ind reproducti f 
Other contractual service 
‘ t il iterial 40) 
I ent 
july 
lotal obligati payable out of reimbursement 
fr ther ac ts 
Obligat s incurred 2, 790 


nliic 


uidated obligations, start of year 
)bligations incurred during the year 


Deduct 
Reimbursable obligations 
Unliquidated obligations, 


rotal expenditures 
Expenditures are distributed as 


Out of current authorizations 
Out of prior authorizations 


end of ye 


$2, 790, 
2, 790 


177 
ar 16S 


2, 444, 3 


follows: 


2, 444 


020 
, 020 


664 
, 034 


195 t at 
199 

47 
$5. B18 
G 8 
CPC-4.4 
¢9 9 ow" 
4 A) 

22, 94 

> OR 

» Or7 yi 
20. OOK 

2, HO 

4 ( 

60 

Pe 
OO 
85, 000 
10, 000 

15, OO 

» OO 
4, 500 
0 
4 0 
60. 000 
2.74 OOO 
1953 estimate 
S168, 034 
2. 745, 000 


160, 
204 
2, 548 
» 38 


034 


O00 


567 


4 0) 
+4 
x 

{ ww) 

1 (KK 

" 
“ 


620, 000 


4 Lt 

2. 780, 000 

4 esti te 
$204 

2, 780, 000 


2, 984, 567 


160, 000 
218, 000 


2, 606, 567 
2, 405, 000 
201, 567 
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JUSTIFICATION OF THE ESTIMATES 


Mr. Canrietp. We will now take up the item of “Salaries and ex- 
penses, Office of the Secretary.” The justification will be inserted in 
the record at this point. 

(The material referred to is as follows:) 


inalysis of appropriation base for fiscal year 1954 


Regular appropriation, 19538 act 
Supplemental appropriation for 1953 


naira .... $2, 585, 000 





Total appropriation, 1953 : ; ian lieecausicineieanenaniel 2, 585, 000 
Appropriation base for 1954__- f miei esnintiinoiaemae meme Dae 2, 585, 000 


Increase over appropriation base for 1954_- . a Ce 35, 000 
Appropriation estimate for 1954 “ iticetenswes ee ene 
aie +35, 000 


Increase or decrease from total appropriation, 1953__- 


Comparison of appropriation base with appropriation estimate for 1954 





Appropriation | Appropriation Increase or 
base for 1954 | estimate for 1954 decrease 
Act | 
A verage j) Average A verage 
posi- Amount | posi- Amount | posi- | Amount 
tion | tions | tions 
| 
1. Executive direction | 143.1 | $920, 500 148.9 | $955, 500 5.8 $35, 000 
2. Administration and coordination of legal | | 
services | 54.7 325, 200 54.7 325, 200 
3. General administrative services : 123. 5 702, 869 | 123.5 702, 869 | 
4. Operation and maintenance of Treasury 
building 145.9 578, 831 145.9 578, 831 
5. Emergency first aid 57, 600 57, 600 
Total 467.2 \2,585,000 | 473.0 |2, 620, 000 5.8 | 35, 000 
Adjustment in base (net ; | 
Total, appropriation 1953, and appropria- | 
tion estimate for 1954_.. 467.2 |2, 585, 000 473.0 |2, 620, 000 5.8 | 35, 000 


GENERAL STATEMENT 


The Office of the Secretary is responsible for the overall direction and admin- 
istration of the Treasury Department. This responsibility includes the formula- 
tion of tax and fiscal policies, the management of the public debt, the collection 
of revenue, the printing of currency, the manufacture of coins, the administra- 
tion of the Coast Guard, United States Secret Service, and Bureau of Narcotics, 
and the central management of the Department. In addition, the Office of the 
Secretary provides the following services for organizations within the Depart- 
ment which do not have such facilities: Legal services and facilities, central 
administrative services, a building operation and maintenance program, and an 
employees’ health program. 

The estimate of the appropriation for the fiscal year 1954, in the amount of 
$2,620,000, represents an increase of $35,000 over the estimated requirements 
for the fiscal year 1953. This increase includes a request for the restoration 
of 5.8 average positions in the offices of the Secretary’s staff assistants. 


EXPLANATION OF ESTIMATES BY ACTIVITY 


1. Executive direction 





Reetonrintion baec for 1064. - a6 in ccennccnnnnnwocdsueeetees $920, 500 
Detert cothmate fer 1006 inte ec ccceticcnncnwsncencuweschkownwen 955, 500 
Increase over base 7 si _ seetaba ene. si se tt _.. 85,000 


The functions of this activity are to assist the Secretary of the Treasury in 
connection with his responsibilities for the overall management and executive 
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direction of the Treasury Department. These responsibilities relate to the 
formulation of tax and fiscal policies, the management of the public debt, and 
the central management of the Department, which includes the personnel pro- 
gram, the budgetary program, and general administration of the Department. 
Che following oflicials and their clerical and staff assistants are assigned to this 
ictivity: Secretary of the Treasury, Under Secretary, Assistant Secretaries, 
Fiseal Assistant Secretary, Administrative Assistant Secretary, tax advisory 
taff, director of personnel, departmental budget officer, and other and special 
staff assistants. 

The program of this activity during the fiscal year 1954 will be approximately 
the same as during the past and current year with such increases in workload 
is are occurring constantly as a result of the Secretary’s added responsibilities 
in the financial and taxation fields. Important among these is the detailed 
consideration and study that must be given to fiscal problems and reveuue- 
aising proposals. In addition to its many other responsibilities this staff pro 
vides the necessary leadership and coordination of the Treasury's varied a 
ulvities, including departmentwide management improvement, budgetary and 
personnel programs. Through these programs the Department has effected 
inany improvements in methods and procedures which have provided monetary 
savings throughout the Department and also better service to the taxpaying 
public. The small staff available for such assignments works very clusely with 
cae bureaus in implementing the Department’s management improvement pru 
gram, and the projects tthat have been undertaken to improve operations ana 
procedures have not only been very successful but have enabled the officials 
responsible for the Department’s operation to discover ways and means of elim- 
nating duplication and unnecessary procedures. 

The reduction in force in 1952 was applied to all sections within the imme 
liate Office of the Secretary, and experience during that period has proven that 
the reduced staff is unable to handle the workload even though many hours of 
incompensated overtime are being performed by a majority of the staff members 
‘he discontinuance of the services of these employees, as well as the delay in 
filling vacancies in order to have sufficient funds available to operate, has made 
it increasingly difficult for the Secretary to carry on the effective management 
of the Department and at the same time discharge his many and important 
responsibilities in the policymaking field. The limited staff now available can- 
not provide him with the service and assistance he should have at all times not 
only in connection with his fiscal responsibilities but also in the operation and 
direction of the entire Department. In order that the activity may be kept on 
a current basis and to enable it to absorb increases in its workload, additional 
funds in the amount of $35,000 are requested for the fiscal year 1954 for the 
restoration of an average of 5.8 positions in the staff, clerical, and stenographic 
categories. The restoration of these positions will provide the minimum staff 
required for the performance of the many and diversified functions of this 
activity. 

No request is being made for additional funds for the within-grade salary ad 
vancements required by law to be granted to the employees assigned to this 
activity in the fiscal year 1954, as every effort will be made to absorb this cost 
which will be approximately $12,425. 


Summary by object class 


! 

. | 
Appropriation | ,..,;,, 10% 5 
base, 1954 | Estimate, 1954 Increase 





Personal services | $920, 100 $955, 100 $35, 000 
axes and assessments 400 400 
Total obligations. sie setie 920, 500 955, 500 35, 000 


2. Administration and coordination of legal services 


Ee CE TI ies teninigw ee Ay, caer adorn eemnntoela $325, 200 
PIII, SUN aia cass esioiee alias Rigs ese tientiction me sopeineneiaimaate’ 325, 200 


Increase over base__- a unineme Dai ra dian te - a 
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This activity embraces the functions of the General Counsel and his immediate 
staff. The General Counsel, as the Department’s chief law officer, is responsible 
for the administration and coordination of all legal services within the Depart- 
ment. This staff performs the legal work connected with the broad financial and 
economic programs that are carried on at the departmental level, is responsible 
for handling all legi tive matters in which the Department is interested, 

ovides legal facilities and services for bureaus and offices which do not main- 
ain legal staffs, performs a variety of legal- duties which do not come within 
the operat s of any single bureau or office, and supervises and coordinates the 
legal activities in those bureaus which maintain separate legal staffs. 

Che staff assigned to this activity plays a very important roll in the adminis- 
tration of the Department. It must furnish accurate and dependable advice on 
the law applicable to assigned problems. It must present, both orally and in 
writing, for policy-making officials of the Department, representatives of other 
Departments, congressional committees, and other groups the facts and the law 
pertinent to Treasury problems. It is required to draft clearly and accurately 
reg lation, interpretations, and decisions, and must review work 
initiated by others in a dependable manner. It must make sound recommenda- 


ilations, legis 








tions and determinations that can be relied upon. The conclusions reached and 
recommendations made by this activity have a direct effect upon the positions 
taken by the Department on major policy and administrative decisions and also 
affect problems of national and international significance. The type of service 
rendered by this activity does not lend itself to a controlled workload but its 
responsibilities in connection with legislation provides an example of the current 
and prospective workloads. This work includes the drafting of all Treasury- 
sponsored legislation, preparation of supporting data, testifying before con- 
gressional committees, and the preparation of material for information of 
committees and individual Members of Congress. The Department made 799 such 
reports to congressional committees and the Bureau of the Budget during the 
fiscal year 12 

The amount requested for this activity in the fiscal vear 1954 is $325,200 and 
will provide an estimated average of 54.7 positions, or an overall reduction of 
10.6 average positi« ns since the fiscal vear 1951 hecause of the decrease in funds 
made available since that time. The continuing demands made upon this activity 
yr legal assistance have not been lessened during the past few years and every 
effort is being made to render as much service as is possible with the presently 
reduced staff 

No request is being made for additional funds for the within-grade salary ad- 
vancements required by law to be granted to the employees assigned to this 
activity in the fiscal year 1954, the costs of which will be approximately $5,518. 


for 


Summary by rbject class 


| 
Appropriatio: estimates 
pl atin Estimated, |  tnerease 
| - 
Persor ery $325, 000 $325, 000 | .. ac 
Taxes and assessment 200 200 34 
lotal obligations ‘ : , 325, 200 S08 BOP \cacescen = 
3. General administrative services 
Appropriation base for 1954 $702, 869 
budget estimate for 1954 : : eels ans 40a, O00 


Increase over base 


This activity includes those functions relating to the performance of various 
administrative services for the departmental headquarters and for certain bu- 
reaus, and the coordination of space occupancy matters for Treasury organiza- 
tions in the District of Columbia and in the field. The specific administrative 
service functions include central services such as accounting, secretarial, mail- 
ing, filing, duplicating, payrolls, messenger, communication services, and sup- 
plies; management of the Department's records program; coordination of the 
printing program on a departmentwide basis; and promulgation of departmental 
orders, circulars, and documents. 
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Che program for this activity for the fiscal year 1954 will be essentially the 
me as in the current year, and the estimate for the fiscal year 1954 is in the 
e amount as is provided for the current year. The funds appropriated for 
| s activity have been reduced each year for the past 6 years, and during the 
fiscal year a reduction in funds made available necessitated a loss of 14 
erage positions. Inasmuch as there has not been a corresponding decrease in 
e basic workload, it has been necessary to curtail or eliminate services formerly 
endered by this activity and to require the performance of overtime work on 
unber of occasions in order to meet the demands placed on this office 
No request is being made for additional funds for the within-grade salary ad 


ements required b aw to be granted to the employees assigned to this 
ity in the fiscal year 1954, as every effort will be made to absorb this ce 
hich will be approximately $8,686 
Included in the estimate for this activity are funds for the cost of the followin 
perating expenses of the departmental headquarters, including the staff offices 
Secretary : Travel, communications, printing and reproduction, contractual 
ices, supplies and materials, and replacement of office equipment The 
ounts requested are the same as estimated for the fiscal year 1953, and ars 
sed upon current costs. The allocation for the fiscal year 1954 reflects the 


ent rates charged for utility services such as telegraph, telephone, and ele« 
ity and the current prices charged for contractual services, supplies, 
als, and equipment. 


Summary of object class 





tion t : 
i 1954 
| LIF | 
-| ——__—___—_—— } 
services $59 19 $595 719 | 
oe 7 20. OO 20.000 | 
yn of things 2 LO 100 
tion services 51.000 51, 000 
nd reproductior 52 5OO 5? FOO | 
yntractual services 12, 600 12. 600 
1d material 30. 60 3 600 | 
ent pins 0, Of 10. 000 
i 100 100 
i essments A 25( 
r ot 02. RE )2 R69 | cae 
}. Operation and maintenance of Treasury buildings 
\ppropriation base for 1954 s EDEL eT ee os . $578, 831 
dget estimate for 1954 a tees ial ictina amen Clee 


Increase over base 


‘his activity is responsible for the operation and maintenance of the Main 
reasury Building and Annex thereof located in the District of Columbia, com- 
prising a total area of approximately 893,086 square feet of office and corridor 
pace. It also maintains approximately 213,090 square feet of grounds and 
parking areas adjacent to the building. 

During the fiscal year 1954 the program for this activity will be the same as 

i the current year. 

The personnel assigned to this activity may be classified generally into two 
groups, namely, the maintenance force and the crafts force. The maintenance 
force is composed of foremen, assistant foremen, the day and night char forces, 
elevator operators, and laborers. This force is responsible for the cleaning of 
offices and other building areas, operation of elevators; operation of trucks in 
connection with the collection of trash; the moving and shifting of furniture 
and equipment within the building, and the maintenance of the grounds and 
sidewalks adjacent to the buildings. The crafts force is composed of electricians, 
plumbers, steamfitters, roofers, operating engineers, machinists, elevator me- 
chanics, and helpers. These employees are responsible for the preservation of 
the buildings and the operation and repair of essential machinery. More 
specifically, the duties of these craftsmen include all types of painting, masonry, 
carpentry, plumbing, and electrical work. In addition, they are responsible for 
the operation and maintenance of refrigerating, air-conditioning, heating and 
ventilating equipment, the operation and maintenance of elevators, consisting 
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of passenger, freight, and hydraulic lifts, the repair and overhauling of electric 
water coolers, servicing of transformer substations, the installation and servicing 
of lighting, electric motors, and so forth, refinishing and repairing historical 
furniture which cannot be moved from the building, and performing other mis- 
cellaneous duties in connection with the above. 

During the past 6 years reductions have been made each year in the funds 
provided for this activity. In the fiscal year 1952 a reduction of funds made 
available necessitated a further loss of 21 positions. The estimate of funds 
requested for the fiscal year 1954 is in the same amount as is provided for the 
current fiscal year and every effort will be made to provide essential services 
within the limits of the funds requested. 

The decrease in funds made available in former years has made it necessary 
to operate the cleaning force on a staggered basis and to reduce or eliminate 
a number of services in connection with the repair and upkeep of the buildings. 
Any further reductions will make it impossible to operate the buildings in a safe 
and sanitary manner. 

No request is being made for additional funds for the within-grade salary 
advancements required by law to be granted to the employees assigned to this 
activity in the fiscal year 1954, the cost of which will be approximately $6,707 

Included in this estimate are funds for the following operating expenses of 
this activity: Rents and utility services (electric current), contractual services 
(repairs to cleaning and scrubbing machines), supplies and materials, and re- 
placement of equipment used by electricians, carpenters, char force, and others 
engaged in operating and maintaining the buildings. The amounts requested 
are the same as the estimated cost for the fiscal year 1953 and are based on 
current costs. 


Summary by object class 


Appropria- re 
tion base, Estimated, Increase 


1954 1954 
ee > ; ee 
Personal services $506, 681 | $506, 681 | 
Rents and utility services | 45, 000 | 45, 000 
Other contractual services 1, 400 1, 400 
Supplies and materials 22, 000 22,000 |. 
Equipment 3, 500 3, 500 
Taxes and assessments : 250 250 

Total. : 578, 831 578, 831 
5. Emergency first-aid 
Appropriation base for 1954____-_~- titenk . anh nitca tase Cehdeiiioes . $57, 600 


Budget estimate for 1954__._._______-_- nae pr naeate REE Sct e ts 57, 600 


ee Eg ee a, ee ee eo ae eee a a cee 


This activity provides for the operation of four health units which furnish 
emergency first-aid services to Treasury Department employees in Washington. 
These units are located in the following buildings occupied by Treasury em- 
ployees: Main Treasury Building, Internal Revenue Building, Liberty Loan 

suilding, and Engraving and Printing Annex. 

Under the provisions of Public Law 658, 79th Congress, the Treasury Depart- 
ment enters into a contract each year with the Public Health Service of the Fed- 
eral Security Agency for the operation of the health-service program. The funds 
provided for this activity are transferred to the Public Health Service and are 
used to provide the necessary personal services, supplies, equipment, and other 
miscellaneous services in connection with the operation of the program. During 
the current year the amount provided for this program is $57,600. Of this 
amount, $57,135 will be required for the salaries of the 13 employees assigned to 
the 4 units, and expenditures for supplies, laundry, and other miscellaneous 
expenses are being limited to $465. In view of the limited funds available in the 
current year for miscellaneous expenses, the inventory of supplies will be com- 
pletely exhausted by the end of the fiscal year. Consequently, in the fiscal year 
1954, it will be necessary to expend approximately $1,900 to provide the mini- 
mum required medical supplies, equipment, and other services. Since no addi- 
tional funds are being requested for this activity in the fiscal year 1954, the 
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amount available for personal services will be $55,700. Unless there is sufficient 
turnover in personnel to absorb the additional costs of essential supplies and 
the within-grade salary advancements required by law to be granted to these 
mployees, it will be necessary to close one of the units now being operated by 
yne employee. 

The $57,600 requested for this activity for the fiscal year 1954 will provide 
emergency first-aid services for approximately 10,000 employees at an average 
cost of $5.70 an employee. This cost is $3.30 less an employee than the maximum 

ate allowable under the provisions of Budget Bureau Bulletin No. 53-4 for such 

rvices. 


Summary by object class 


Other contractual services : Services performed by other agencies: 
Appropriation base, 1954__~--~- ssieheianied ena i a 
Estimate, 1954 


600 


o7, 
57, 600 


Increase... entitle ees tai a Sade tikerckcis asi Ge icanahaanae ahhh: aubbabda 
GENERAL STATEMENT 


Mr. Canriexp. Mr. Parsons, do you have a statement to give to the 
committee ¢ 

Mr. Parsons. Yes. 

Mr. Chairman, and members of the committee, I wish to discuss the 
estimate which has been presented to you for the appropriation “Sal- 
aries and expenses, Office of the Secretary of the Treasury.” This es 

imate is in the amount of $2,620,000 and represents an increase of 
$35.04 0 over the appropriation for the fiscal year 1953. 

This estimate covers the requirements of the Secretary’s immediate 
office, his staff assistants, and that of the General Counsel and Office 
of Administrative Services. In addition to the regular operations of 
the Office of the Secretary, this appropriation provides funds for an 
employee's health program in the District of Columbia, legal services 
for Treasury organizations which do not have such fac ilities, a build- 
ings maintenance and operation program, and central administrative 
services for the staff offices of the Secretary and departmental head- 
quarters, 

As you know, the Secretary is responsible for the overall direction 
and administration of the Treasury’s many and varied activities. 
This consists of the formulation of tax and fiscal policies, the manage- 
ment of the public debt, the collection of revenue, printing of cur- 
rency, manufacture of coins, the administration of the Coast Guard, 
Secret Service, and Bureau of Narcotics, and the central management 
of the Department, which includes the departmentwide budgetary, 
personnel, and management-improvement programs. The Secretary 
is assisted in discharging his duties by the Under Secretary, deputy 
to the Secretary, two Assistant Secretaries, General Counsel, assist- 
ants to the Secretary, Fiscal Assistant Secretary, Administrative As- 
sistant Secretary, and other special staff assistants. 

It is estimated that the appropriation available for the current 
year will provide an average of 467.2 employees. The increase of 

35,000 in the estimate would enable us to restore 5.8 aver age positions 
aa provide a total average employment of 473. 

The estimated cost of “the within- grade salary advancements re- 
quired by law to be granted the employees assigned to the Office of 
the Secretary in the fiscal year 1954 is approximately $33,000. Every 
effort will be made to absorb this additional cost and no request for 
increased funds for this purpose is included in the estimate. 
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It is not necessary to request any change in the appropriation lan 
guage for the fiscal year 1954. 


ACTIVITIES 


The Office of the Secretary is divided into five activities and I will 
summarize for your information some of the principal functions of 
ach one: 

1. Executive direction: This activity consists of the Secretary’s im 
mediate office and includes the clerical and staff personnel of the fol 
lowing officials: Under Secretary, deputy to the Secretary, Assistant 
Secretaries, assistants to the Secretary, Fiscal Assistant Secretary, Di 
rector of Personnel, and departmental budget officer. These officials 
assist the Secretary in the overall management and executive direction 
of the Treasury, and in addition coordinate the many department 
wide programs, such as management improvement, budgetary, and 
personnel. 

The estimated requirements of this activity in the fiscal year 1954 
are in the amount of $955,500, and it is the only activity for which 
we have requested an increase in funds. This proposed increase would 
enable us to restore 5.8 average positions in the staff, clerical, and 
stenographic categories and provide an average of 148.9 positions. 

2. Administration and coordination of legal services: This activity 
includes the functions of the General Counsel, his immediate staff 
assistants, and the tax legislative counsel. The General Counsel is 
the chief law officer of the Department and he is responsible for the 
administration and coordination of all legal services within the Treas- 
ury. This office is also responsible for legislation of interest to the 
Treasury, prepares departmental reports on such legislation, and 
handles correspondence on legislative and legal matters. 

The estimated requirements of this activity in the fiscal year 1954 
are $325,200, the same amount that is available in the current year, 
and will provide an average of 54.7 positions. 

3. General administrative services: This activity furnishes various 
administrative services for the departmental headquarters and for 
certain bureaus. The specific functions of this group include central 
services such as accounting, secretarial, mailing, filing, duplicating, 
payrolls, messenger service, communications services, and supplies; 
management of the Department’s records program; coordination of 
the printing program on a department-wide basis; promulgation of 
departmental orders, circulars, and documents; and the coordination 
of space occupancy and space utilization matters for all offices of the 
Department, both in Washington and in the field. 

The estimated requirements for the fiscal year 1954 are the same 
as for the current year, and are in the amount of $702,869. This will 
provide an average of 123.5 positions, and in addition to the require- 
ments for personal services, includes $176,800 for the cost of the fol- 
lowing operating expenses of the staff offices of the Secretary and de- 
partmental headquarters: Travel, communications, printing and re- 
production, contractual services, supplies and materials, and equip- 
ment. The amount requested for the general operating expenses is the 
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same as is provided for the fiscal year 1953, and is based on current 
costs. 

t. Operation and maintenance of Treasury buildings: This activity 
is responsible for the operation and maintenance of the main Treasur y 
Building and annex, comprising approximately 893,086 square feet 
of building space. It also maintains the grounds and parking areas 
adjacent to these two buildings. 

The estimated requirements for the fiscal year 1954 are the same as 
for the current fiscal year, and are in the amount of $578,831. This will 
provide an average of 145.9 positions, and in addition to pe srsonal 
services, includes $71,900 for the following operating expenses: Rents 
und utility services (which include electric current) ; contractu: al serv- 
ices, such as repairs to scrubbing machines; and supplies, materials, 
and equipment required for the upkeep of the building. The amount 
requested for operating expenses is the same as the estimated cost 
for the current fiscal year and is based on current costs. 

Emergency first-aid services: This activity covers the operation 
four health units which furnish emergency first-aid services to 
employees located in Washington, D.C. No increase in funds is being 
requested for this program and the estimate of $57,600 will provide 
services for approximately 10,000 employees at an average cost of 
$5.76 an employee. 


MANAGEMENT-IMPROVEMENT PROGRAM 


[ would like to discuss briefly the Department’s management-im- 
provement program and cite a few examples of the actions taken and 
results obtained during the past year. 

The management-improvement program of the Treasury Depart- 
ment was continued on a broad scale during fiscal year 1952 and the 
intervening months. Action at the departmental level has been de- 
signed primarily to (1) plan and coordinate an effective department- 
wide program, (2) encourage and assist the bureaus to carry out their 
responsibilities for management improvement, (3) review and evalu- 
ate the effectiveness of the Bureau’s efforts, (4) assist in the solution 
of problems cutting across Bureau lines, (5) furnish consultative 
services to the bureaus on management, problems and in the conduct 
of management surveys as required, (6) provide means for the ex- 
change of management information among the bureaus, (7) take lead- 
ership in the improvement of such department-wide activities as per- 
sonnel, budgeting, records management, and so forth, and (8) super- 
vise through the Treasury Aw ards Committee the administration of 
the incentive-awards program. 

Treasury bureaus have been encouraged to provide themselves with 
managerial aides who would conc entrate their entire efforts on the 
development of specific programs for management improvement and 
of systems for the inspection and appraisal of results. In addition, 
every effort has been made to free the time of management specialists 
for more difficult problems by encouraging the fullest type of em- 
ployee participation in the management- improvement aN ob am. This 
has been accomplished chiefly through the work simplification and 
incentive-awards programs, and through issuance of a supervisor’s 
guide for appraisal of Treasury operations at all levels of the organ- 
ization. 
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More specifically, in the past year action at the departmental level 
in connection with the management- improvement program has in- 
cluded comprehensive surveys of the man: igement-improvement facili- 
ties of Treasury bureaus (in which bureau-m: inagement staffs partici- 
pated); commencement of publication of a monthly newsletter to 
exchange information on management activities and stimulate im- 
provement efforts; review of bureau procedures for administrative 
control of appropriations and financial planning; and the establish- 
ment of a uniform procedure for bureaus to report management pro- 
gress and contemplated future action, and to provide a system for 
constant followup with respect to major management projects and 
programs conducted in the bureaus. 

A few of the significant improvements in the Treasury bureaus 
during the past fisc “al year are: 

1. A new procedure for the collection of taxes under the Rail- 
road Retirement Tax Act was instituted resulting in a reduction of 
approximately $5 million annually in the interest paid to that fund 
for the use of invested moneys. 

. In the Bureau of Accounts, the extension of the transfer-post- 
ing ¢ method of preparing checks saved almost $35,000 and the ap- 
plic: ition of improved techniques in the national-service life insurance 
proer am saved $61,000. 

. Elimination of certain operations through the use of nonoffset 
oni ink for printing currency backs enabled the Bureau of En- 
graving and Printing to save $381 ,000. 

4. Development of a stand: ardized mailroom procedure for use in the 
offices of the Directors of Internal Revenue permits savings of approx- 
imate ‘Ly $500,000 on an annual recurring basis. 

. Internal Revenue’s mic rofilming program saved $400,000. 

The continuing program to encourage agencies to convert from 
iil r to card checks enabled the Office of the Treasurer to save over 
$46,000. 

The Coast Guard realized savings of almost $800,000 through 
establishment of a production-line method in building 40-foot boats. 

The Bureau heads who appear before you will be prepared to 
elaborate and go into details on any phases of their management- 
improvement programs. 


INCENTIVE-AWARDS PROGRAM 


Mention was made earlier of the incentive-awards program in the 
Department. The following are some examples of the suggestions 
submitted by employees which have been adopted and resulted in 
evings 

1) An employee of the Bureau of Engraving and Printing saved 
5 000 by working out a new method for the shipment of card checks. 

(2) The Philadelphia Mint realized savings of over $9,000 as the 
reat of an employee’s suggestion of a scrap cutter which reduces 
waste clippings into fine partic les for remelting. 

(3) A Coast Guard employee developed a directional drum lens 
alinement device which resulted in an initial annual savings of $7,800. 

(4) Eight employees of the Customs’ New Orleans district par- 
ticipated in a group efficiency award as a result of their work in 
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developing more economical methods of determining weights of a 
number of commodities. Resultant savings approximated $7,600. 

1 will be glad to furnish for the record a statement which sum- 
marizes the statistics on this program and indicates the savings which 
have been realized from the adoption of suggestions submitted by 
[reasury employees to improve operations and procedures. 


SAVINGS MADE BY TREASURY EMPLOYEES 


Mr. CanrieLp. Mr. Parsons, let me repeat that last paragraph: 

I will be glad to furnish for the record a statement which summarizes the 
statistics on this program and indicates the savings which have been realized 
from the adoption of suggestions submitted by Treasury employees to improve 
operations and procedures, 

Will you be good enough to do that ? 

Mr. Parsons. Yes. 

Mr. CanrieLtp. Do you have that statement now ¢ 

Mr. Parsons. Yes, sir. 

The summaries show this information: This program was started 
back in about 1947, I believe. I have figures both of the cumulative 
effect from the beginning of the program, as well as data for 1952 
During the total period under the awards program and up through 
last December, we received from employees 22,084 suggestions. ‘The 
— of cash awards made on these suggestions for the total period 
s 2,981, and during the fiscal year 1952 there were 552 awards. The 
snail of these awards for the total period is $72,605, and during 
fiscal year 1952 it was $12,915. 

The savings upon which these awards were based for the total 
period were $1,310,408. For the fiscal year 1952, it was $143,705. 

In addition, we made efficiency awards—97 in the total program 
and 23 in fiscal year 1952. 

The amount of these = een awards was $9,475 for the total period 
and $6,475 for fiscal year 1952 

The efficiency award savings ‘total $983,503 for the total period and 
$781,146 for fiscal year 1952 


SAVINGS FROM MANAGEMENT IMPROVEMENT STUDIES 


Mr. Canrrevp. Also, there is your statement concerning the signifi- 
cant improvement in the Treasury Department during the past fiscal 
year as a result of your management improvement studies. You 
stress a savings of funds aggregating millions of dollars. Are these 
savings reflected in the estimates now before us / 

Mr. Parsons. They are, sir. Each bureau will be able to point 
out to you just how these savings have been applied. 

In addition, they will each have a more detailed statement showing 
these and other savings they have been accomplishing. I merely gave 
you a few outstanding items as examples of these savings. 


SAVINGS REFLECTED IN BUDGET ESTIMATES 


Mr. Canrietp. The Treasury Department is asking for $10.3 million 
over and above the moneys allotted for the last year. 
81734—53——4 
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Mr. Parsons. That is as reflected in the budget transmitted to Con- 
gress in January. That is right, sir. 

Mr. Canrtevp. It is the committee’s understanding that the cur- 
rent studies looking toward revision will reflect these savings ? 

Mr. Parsons. These savings here are already reflected in the esti- 
mates as submitted by the particular bureaus. The savings referred 
to by the Secretary would be in addition to these. 


POSITIONS TO BE ADDED IN 1954 


Mr. Canrievp. Mr. Parsons, the increase requested—$35,000—is for 
the proposed restoration of 5.8 clerical and stenographic positions in 
the Secretary’s office staff? 

Mr. Parsons. That is correct, sir. 

Mr. Canrievp. The average is $6,000 per position. Isn't this a 
little high for clerical and stenographic categories? 

Mr. Parsons. Well, the word “staff” is included and it applies to 
the key positions. Would you mind, sir, if I just listed tentatively 
the types of positions we had in mind to fill? They are the following: 
1 fiscal economist at $8,360; 1 fiscal methods examiner at $8,360. 
l organization and methods examiner at $5,940; 1 organizational] 
methods examiner at $7,040; and $5,300 for an average of 1.8 steno- 
graphic and clerical positions, 


NUMBER OF ECONOMISTS IN THE TREASURY DEPARTMENT 


Mr. Canrrecp. How many economists do you have in the Depart- 
ment of the Treasury at this time? 

Mr. Parsons. We have, as reported to the Appropriations Com- 
mitee, 52 economists paid from appropriated funds. 

Mr. Canrretp. How has the number been running in the last sev- 
eral years? 

Mr. Parsons. There has been little change. I would have to get 
you the exact figures for the record, but I don’t believe we have had 
any significant change in the last few years. 

(The information referred to is as follows:) 


Statement showing number of economists on rolls as of Dec. 31, 1950, 1951, and 1952 
paid from regular annual operating appropriations, and their aggregate annual 


salaries 


As of Dec. 31, 1952 
(as reported to 
House Appropri- 
ations Commit- 
tee staff on Jan, 
30, 1953) 

———— er IEE Ser IeTS 

Number | Amount Number | Amount | Number | Amount 

| 


As of Dec. 31, 1950 | As of Dec. 31, 1951 


Office of the Secretary -- - | 11 | $72,150 13 | $93, 475 ll $87, 520 
Bureau of the Public Debt--- 31 | 199, 600 34 | 245, 080 | 29 186, 185 
Bureau of Internal Revenue. - - 15 | 116,475 10 | 94,730 | 12 89, 930 
Total. ‘ 57 | 388, 225 | 57 | 433, 285 | 52 | 363, 635 

| 
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FILLING OF VACANCIES 


Mr. Canrtevp. Mr. Parsons, will Mr. Dodge’s freeze order affect 
the proposal that you are now making? 

Mr. Parsons. Well, at the current time, sir, we are replacing no 
people, no individuals as vacancies occur in the Office of the Secretary 
or in any of the Treasury bureaus, except in certain of our operating 
programs where the function would cease if a person were not actually 
put on the job. That is not the case in the Office of the Secretary, it 
being a staff type of facility. At least we have not as yet replaced 
any people. 


REDUCTION OF POSITIONS 


Mr. Canrte.p. Were you forced to cut out any positions as a result 
of the congressional appropriations last year / 

Mr. Parsons. I believe we may have had 21 or 22, partly because 
of the absorption we had to make of the ingrade-promotion money. 
In other words, as that increased we had to gradually decrease out 
setup. 

Mr. Canrrevp. I asked you that question because you used the word 
“restoration” in your presentation. 

Mr. Parsons. I am referring, sir, to the last 2- to 4-year periods 
where we had a gradual reduction in the number of people in the 
executive direction activity. In fact, if you would care to, I would 
like to provide for the record a showing year by year of the total 
staff of this group of activities over a period of, say the last 5 or 6 
years. I did that last year and we can bring it up to date, which 
would give you the totals. 

Mr. Canriecp. I wish you would. 

(The information referred to follows:) 


Man-years of employment in Office of Secretary of the Treasury, fiscal years 1945 
through 1954 
{Includes Office of the Secretary, Personnel Office, Tax Advisory Staff, Office of General Counsel, Tax 


Legislative Counsel, and Office of Administrative Services—formerly Chief Clerk and Superintendent of 
Treasury Buidlings] 


| | 
Appropriation 1945 | 1946 1947 | 1948 | 1949 | 1950 | 1951 | 1952 | 1953! | 1954 Remarks 
| 
| — . wn manne 2 
Salaries and ex- ie | 494.2 470.2 |475.8 | New appropriatior 
penses, Office of | } | in 1952 
Secretary. 
Salaries, Office of | 104.1) 99.7) 105.9) 89.0} 83.0) 142.3) 161.0}. . Combined wit! 
Secretary. | | salaries and ex 
| | | | } penses, Office of 
secretary in 1952 
Salaries, Division 72.8) 68.2! 61.2] 30.0) 23.6). Combined wit}! 
of Personnel. | | salaries, Office of 
secretary in 1950 
Salaries, Division 47.7| 47.1) 45.5) 31.2) 22.3) 24.0 ‘ Combined with 
of Tax Research, | | salaries, Office of 


Secretary in 1951 












Salaries, Office of | b 2} 39.8) 51.4) 52.2) 67.2) 65.3 Combined with 
General Coun- | | | | | | salaries d ex- 
sel, | | | | penses, Of of 

Secretary in 1952 

Salaries, Office of | 22.1) 22.4) 22.3/....._|_.-. n Combined with 
lax Legislative | | salaries, Office of 
Counsel. | General Counsel 

in 1948 
Salaries, Office of | 154.1) 156.8) 156.4) 116.8 | Combined with 


Chief Clerk. salaries, Office of 
Administrative 
| ' Services in 1949 

1 Estimated. 
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Man-years of employment in Office of Secretary of the Treasury, fiscal years 1946 
through 1954—Continued 











Inc es Office of the , Personne] Office, Tax Advisory Staff, Office of General Counsel, Tax 
Legislative Cou of Administrative Services—formerly Chief Clerk and Superintendent of 
rreasury Buidling 

- — 
A ppropriation 4 1946 | 1947 | 1948 | 1949 | 1950 | 1951 | 1952 | 19531) 19541 Remarks 
- - ‘a 

Salar offi 279 293. 0) 208.8) 265.7 | Combined wit! 
iperi ndent salaries, Office of 
f Treasury Administrativ« 
ildings | Services in 1949 
slaries, Office of 411.0) 393. 5) 324.0 (a) 7 positions 
Administrative (printing) trans- 
r ferred from Fed- 


eral Supply in 
1950, (b) 47 posi- 
tions transferred 
to GSA in 19651, 
(c) combined 
with salaries and 
expenses, Office 
of Secretary of 
Treasury in 1952. 


Detail 157.6) 112.0) € 64.4) € 
th 
Total on 870. 0) 839.4) 794.9) 648 655. 6| 627.0 50.3} 494. 2) 470.2) 475.8 
luty 
Add functions 
tra rred to 
these tlices 
Printing 17.0] +7.0)| +7.0| +7.0) +7.0 


i 10n tran 
erred from 





Bureau of 
Federal Sup- 
: ¥ } 
Oper 47.0|—47 47. 0| —47. 0|—47. 0| —47.0 
and I 
ance 0 2 
id 2 
lI ion tran 
ferred to GSA 
n 1951 
2) Foreign 70. 7; —51. 0} —14. 7 3. 0 


funds program 
completed in 


1948 
War Claims ~-1.5 0.6 
Act of 1928 

project com- 


pleted in 1949 


Total 769.3! 758.4) 740.2) 604.0) 615.0) 580.0) 550.3) 494.2! 470.2) 475.8) 


DEPARTMENTAL PERSONNEL ENGAGED IN BUDGET WORK 


Mr. CanrieLtp. How many budget officers, budget officer employees, 
do you have engaged in this budget work ? 

Mr. Parsons. In the Department or in the Office of the Secretary ? 

Mr. Canrtetp. We are asking for Office of the Secretary, but you 
can give us those for the Department also. 

Mr. Parsons. I will have to get the figures for the Department, un- 
less Colonel Johnson has them here. 

In the colonel’s immediate office in the Office of the Secretary, I 
believe, at the current time, we have 10 persons and I believe 6 of those 
are classified as budget examiners. I would like to have Colonel 
Johnson verify the accuracy of that. 

Mr. Canrievp. That is in the Secretary’s Office ? 
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Mr. Parsons. That is right. 

Mr. Canrtevp. And in the Secretary’s Office as a whole? 

Mr. Parsons. I will have to get the figures for the Department. 

Mr. Jounson. Fifty-five. 

Mr. Parsons. Mr. Johnson says there are 55. 

Mr. CanrreLtp. Will you see that there is a complete | reakdown of 
both the number of employees and the cost inserted in the record ? 

Mr. Parsons. Yes, sir; I will. 

(The information referred to follows:) 


Summary of departmental civilian personnel engaged in budget worl 
as of Oct. 31, 1952! 


4 

Bureau Nu “ annua 

— ila 
ffice of the Secretary 12 $77 
Bureau of Accounts 3 

Bureau of Public Debt ll ti 
easurer, United States 2 12, 890 
ireau of Customs 5 97, 255 
sureau of Internal Revenue 4 27, 025 
d. Secret Se Sees 2 12. 680 
Bureau of Ex ng and Printing 1 15, 850 
U.S. Coast Gaurd 12 7. 380 
otal 55 303, 140 


1 Civilian employees spending 50 percent or more of their time on budget formulation and execution work 
Jepartmental service only. 


BUDGET PROCESS WITHIN THE DEPARTMENT 


Mr. Canrreip. What processes have to be gone through in your 
Department for the submission of a budget estimate to the Bureau 
of the Budget ? 

Mr. Parsons. We prepare in May of each year, upon the request of 
the Director of the Budget, a summary showing the broad budgetary 
requirements as then anticipated for the year beginning in July, 14 
months subsequent to that. Following that brief summarization, the 
Secretary and the budget officer and myself sit down with the Budget 
Director and his staff and review those summarized estimates. As a 
result of that review, and this takes place in all the departments about 
that same time. About the Ist of July, in other words, 12 months 
before the effective date of the budget, we receive word from the 
Director of the Budget as to what the budget ceiling, so to speak, will 
be for the Department. ‘That is a grand total figure, not in detail, but 
in total of what the Department should attempt to keep its operating 
budget within. We then proceed to allocate that ceiling to our various 
programs to give the bureau chiefs and their budget assistants guid- 
ance in preparing their estimates for submission to the Bureau of the 
Budget in September. During the course of the summer, July, 
August, and early September, the departmental budget officer conducts 
hearings quite comparable to yours here with eac ch of the bureaus 
as their estimates are put into shape for presentation. After that 
process is completed, the Secretary’s approval is secured on the Depart- 
ment’s budget, which is then put in final shape and transmitted to the 
Director of the Budget on September 15 of each year, approximately. 

Subsequent to that date, usually during the month of October, each 








of the Department’s programs is defended and justified before an 
‘Xamining group in the Bureau of the Budget. This procedure is 
igain quite comparable to your procedure here in that each item is 
heard, reviewed, and discussed. Subsequent to this there is some nego- 
tiation back and forth between the key staff people in the Bureau of 
he Budget and Treasury, often ultimately between the Director of 
ae Budget and Secretary of the Treasury on any disputed items. 
Following that, we receive an allowance letter from the Director 
of the Budget indicating the President’s approval of the items in our 
budget. This usually occurs in November. We then work with the 
sts fi of ~~ Budget Bure au in putting the recommendations into final 


Ss! > for } rinting in the budget, which is trans mitted to the Congress 
i Jan ary. 

Th += iefly, sir, is about the routine that takes place. 

Mn ‘ANFIELD. “ long have you been following that process? 


Mr. Parsons. That, in basic principle, has been the procedure ever 
since I have been in Washington. That has been since around 1940. 
The only thing that has been added of recent years is the concept of 
an overall ceiling. In other words, the first step I described has been 
added since 1948. In other respects, I think the procedure has been 
basically unchanged for a number of years. 


CONTROL OF EXPENDITURES 


Mr. Canrretp. What control would you say the Department budg« 
officer has over expenditures of the Department ? 

Mr. Parsons. I would say, through the budgetary review process, 
he has considerable control, sir. In addition to that, he has a con- 
tinual followup with each of the bureaus as their obligations are in- 
curred, and during the year he works with them continually to see 
that those are held in line with budget estimates and that reserves are 

reated and set up where savings are indicated. 


BUDGET BUREAU ACTION 


Mr. Canrietp. Can you tell us now what action the Bureau of the 
Budget took on both the departmental request as a whole and the in- 
stant request now before us? That is, for the request for your Secre- 
tary’s office? 

Mr. Parsons. The Bureau of the Budget reduced the request for the 
Secretary’s office $80,000. As to the Department as a whole, I will 
have to get that for you, unless the colonel has it. 

Mr. Jounson. Approximately $13 million. 


CHANGES IN THE BUDGET ESTIMATES 


Mr. Canrtetp. Has any change been made in this item since Mr. 
Dodge took over as the new Director for the Budget ? 

Mr. Parsons. Change in the estimates? 

Mr. CanFrexp. Yes. 

Mr. Parsons. That process has not been finalized yet. Those are 
the figures which the Secretary was referring to this morning which 
have not been finally agreed upon. 
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PURCHASE OF SUPPLIES AND EQUIPMENT 


Mr. Canrretp. Can you tell us, Mr. Parsons, what authority a man- 
iver of Treasury facilities out in the field, such as the director of the 
nternal revenue, has over the purchase of supplies and equipment ‘ 

Mr. Parsons. He has certain requirements which he must comply 
vith. First, he has a budgetary limitation in that he is given so much 
n the way of funds for the employment of personnel and for the pro 

irIng ol supplies. Secondly, he is required, unde rathe rigid regu 


itions, to procure through certain Government sources—for example, 
e General Services Administration—all standard office supplies. Hi 
required to handle the printing of all Government forms througl 

Government Prin tng Office. He Is required to go th rough a 


andardized source with standardized specifications in the procur 
ent of equipment and in almost everything he does. 


NEW PROBLEMS 


Mr. Canrtevp. In your justifications, Mr. Parsons, you say that an 


portant item in the program of your office is the detailed con 
deration and study that must be given to fiscal problems and revenue 
raising proposals, Of course, that must be a continuing thing. Are 


here some new problems that you have in mind requiring additional 
elp at this time’ 
Mr. Parsons. That is always a tough and continuing problem. In 
s particular situation today, with the demand for tax reduction and 
for clarification in the revenue laws and reculations, there is no cessa 
tion of the functions in that field. I think it might be of value to you, 
d to the committee, if Mr. Smith, who has recently joined the statt 
the Secretary’s office and who is gee generally for the 
nalytical programs with regard to taxes and debt management, and 
other phases, might speak of that for a moment. 
Mr. CaAnrreLD. Would you do that? 
Mr. Smirn. Yes. 
NEW ANALYSIS STAFI 


Mr. Chairman, in reviewing the former administration’s functions 
n the Treasury Department, I found that I had inherited two aspects 
of the analytical work; that is, the tax advisory staff and the technical 
taff. Those two were abolished as of March 1. We are now setting 
ip a new analysis staff carrying on functions which I shall describe 
shortly. I might indicate first that a formal reduction of force was 
put into effect at the time of the creation of this new staff. 

In the preceding 2 staffs, there were 46 professional people, almost 
all of whom were classified under the civil service terminology as 
fiscal economists, 38 other than professional, for a total of 84. In 
the new staff, as it is set up, we are transferring over 33 professional 
people, a reduction from 46 to 33, 22 other than professional, making 
a reduction from 38 to 22. That makes a total of 55 in the new staff 
as against 84 in the preceding staff. 

I shall comment briefly on the classification because you asked for 
general remarks on the staff. Prior to coming to W ashington, I never 


had heard the term “fiscal economist” which, as I have ‘indice ated, is 
the standard civil-service term. 
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The functions carried on by these people are—this is the main point 
I wish to emphasize—concerned with the continuing operating as- 
pects of Treasury debt management and formulation of tax policy, 
There is no time and no room cert: ainly in this new establishment which 
we are setting up for the charting of very long term research (which 
has had various adjectives sethed to it at times). This is a sort 
of research which in my academic years I have enjoyed doing. I must 
confess, under the pressure of activities here, it cannot be carried on, 
and I think very appropriately is not carried on in a Government 
department. There are funds to finance that sort of work outside 
of the Government. 


ORGANIZATION OF ANALYSIS STAFF 


I might discuss briefly the organization of this analysis staff and 
indicate the functions specifically. 

Mr. Canriecp. When was that analysis staff established ? 

Mr. Smirn. It was created March 1, 1953. As yet no people have 
been transferred to it. We are in the process of transition for these 
next 30 days between the old staff as of March 1 and the function of 
the new staff. 

Mr. Canrretp. The tax advisory staff and the technical staff have 
been abolished ? 

Mr. Smirn. They have been abolished, sir, and the personnel in there 
are under the 30-day notice of termination. 

Mr. Canrievp. So this is an entirely new picture? 

Mr. Suir. An entirely and completely new picture. 

Mr. CanFrecp. Me: aning, of course, that there will be some savings 
reflected in the revision ? 

Mr. Smirn. The reduction in total personnel from 84 in the pre- 
vious 2 staffs to 55 in the new staff. 


REFLECTION OF SAVINGS 


Mr. Parsons. Could I clarify a point? The technical staff, which 
is the larger of these two groups that have been abolished, has hereto- 
fore been provided for from the public debt appropriation. It is 
proposed when the transfer is accomplished, this new staff will show 
a savings in personnel. We will have the problem of reflecting the 
savings in these two appropriations and we are in the process of work- 
ing that out. That will be reflected in any revisions that come to you 
after the results are known from the decision between the Secretary 
and Mr. Dodge. 

Mr. Canrrevp. It is clear, however, that the 5.8 additional man- 
years that you now request for the Secretary’s Office could be filled 
by transfers from this group? 

Mr. Smiru. Yes, sir, at lost so far as this staff goes. I am not 
aware of this other thing. 

Mr. Parsons. There is 1 position that would have been in this 
group of 5 that I mentioned. 


BACKGROUND OF THE ASSISTANT TO THE SECRETARY 


Mr. Canrretp. Mr. Smith, your title is what? 
Mr. Surrn. Assistant to the Secretary. 








Mr. Canrrecp. I wonder if you will be good enough, briefly, to tell 
; something about yourself. — ; 

Mr. Smiru. I am professor of finance at the Harvard Graduate 
School of Business Administration. I have taken leave from the uni 
ersity for 18 months to join this administration to help out in any 
ay I can, in problems of analysis, primarily with reference to tax- 
Lion, 

(fter I came to Washington. in the course of dise ussion with the 
Secretary and Under Secretary, it was deemed desirable for a variety 
f reasons to consolidate the ans alysis activities of the former technical 
taff and tax advisory staff, so I have at the moment expanded my 
functions to cover the analysis work as regards both debt and tax. 

This new staff is to service the Deputy Secretary, Mr. Burgess, who 
: concerned primarily with debt matters, and the Under Secretary, 
Mr. Folsom, who is concerned primarily with tax matters. I am the 

ibetween man in setting up that staff. I concentrate most of my at- 
tention on tax matters. 

As to what I have done previously, I was born in Chicago and lived 
there until I went to California to attend Stanford University. 1 did 
graduate work in London and at Harvard. I have been on the faculty 
it Harvard University in one capacity or another since the fall of 
1930. For the past 17 years I have been on the faculty of the Grad- 
iate School of Business Administration and have been professor of 
finance since 1945. I have done some consulting work outside, 
though I prefer not to associate myself formally with particular busi- 
ess groups, at least in their dealings with legislation. 

During the war I was director of the Army Air Forces Statistical 
School and also consultant to Air Force headquarters. 

During the past several years I have been director at Harvard of a 

study of the effect of taxation on business, which was financed by 
grants from one of the foundations at a cost of approximately a quar- 
ter of a million dollars. That has resulted in the publication of sev- 
eral monographs. 

Is that the sort of information you wanted ? 

Mr. Canrretp. That is sufficient, Mr. Smith. I am sure that the 
Committee is pleased with your initial report on your approach to 
your assignment. 


FUNCTIONS OF THE ANALYSIS STAFF 


Mr. Smiru. If I might, I should like to indicate the nature of this 
inalysis staff work. 

Mr. Canrtevp. Yes. 

Mr. Smirn. The function of the analysis staff is to provide the Sec- 
retary of the Treasury, the Under Secretary, the Deputy to the Secre- 
tary, and other Treasury officials with the factual and analytical 
material necessary for the management of the public debt and the 
formulation of tax policy. 

The division of the staff concerned with debt analysis has three 
principal functions, each carried on by a separate section. In one 
section, a continuing analysis and projection of the Treasury cash 
position is combined “with an ans ilysis of the possible sources of funds 
for Treasury borrowing, including the study of trends in individual 
savings and the liquid assets in the hands of various investors. A 
second section prepares material on alternative ways of handling new 
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borrowing and refunding issues, analyzes security yields, and pre- 
pares material relevant to the pricing of new security issues. This 
same section also plans and develops graphic presentation for use by 
Treasury officials in presentations before congressional committees 
and interdepartmental meetings. The third section of the debt analy- 

sis staff prepares general analyses of current trends in production, 
employment, and prices (1) for Treasury officials, and (2 ) to provide 
background information necessary to other members of the analysis 
staff in their activities. It also prepares specific projections of pro- 

duction, employment, price tre nds, and income flow to establish (1) 
revenue estimating base, (2) basis for estimates of sources of funds 
for Treasury borrowing, a (3) basis for tax program considerations 

The Tax Division of the analysis staff makes financial and economic 
analyses of proposed tax legisls ne and prepares background material 
necessary in the formulation of Treasury tax policy. It is divided 
into six sections, each devoted to a major form of taxation: 

The Individual Income Tax Section, which also covers estate and 
gift taxation, deals with problems of rates and exemptions, deductions, 
earned income, pension plans, special allowances for savings, problems 
in connection with trusteed property and life interests, and the double 
taxation of dividends. 

The Corporation Income Tax Section deals. among other things, 
with rates and exe mptions and problems arising in connection with de- 
preciation, inventory accounting, cooperatives and tax-exempt organi- 
zations, insurance comp: ules, excess- profits taxation, mining and oil 
depletion and deductions for exploration costs, and reorganizations of 
new security issues and redemptions. 

A third section is concerned with problems arising in connection 
with sales and excise taxes and deals with taxes on specific commodities 
and transactions, analyzes claims of excessive burdens in particular 
industries, and studies alternative proposals for excise taxation. 

The fourth section deals with problems in connection with taxation 
of foreign income, including credits and exemptions allowed under the 
Internal Revenue Code and proposals for modification. It also re- 
views tax treaties. 

The fifth section is concerned with taxation and financial problems 
arising in connection with Federal, State, and local relationships. It 
will make studies dealing with the implications for the Treasury in 
connection with the proposed Commission on this subject. 

The sixth and last section is devoted to revenue estimates. The 
material prepared in this section is the basis for projections of the 
Treasury’s cash position, as well as in formulation of long-term tax 
polic ies. The Treasury has also just undertaken to provide the 

3ureau of the Budget with longer term revenue projections than have 
heretofore been available, to be used in connection with budget plan- 
ning. 

The reduced personel now existing in the new analysis staff provides 
for a bare minimum for the analytical work necessary to carry out its 
functions. 

SMALLNESS OF STAFF 


The work performed by the Treasury analysis staff is immediately 
related to the continuing financial operations of the Government. 
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[o one joining the Government for the first time, the Treasury 
inalysis staff seems small for the work done in comparison to the large 
ind highly paid professional staffs employed by institutional investors 
vho buy Government securities and by taxpayer groups and asso- 
jations. 

[ should like to elaborate, if I might, very briefly, on that last point 
ind to do so first by giving an illustration which developed yesterday 
vy happenstance. I had a session yesterday for an hour or so with 
the head of a large institution. I don’t think I will embarrass him 
by inledaching his name. He came to the Treasury to talk about a 
proposed tax change. He had a group of people working with him 
to give background material. He showed me the material in sum- 
mary fashion. He invited us to go over it in detail, the findings 
ind the sources of their findings, and asked when his staff people 
night see our staff people. I indicated we were in the process of 
wganizing the staff and that no particular assignments had been 

1ade. 

‘7 told him we would be glad to go over it and in the course of the 
onversation, because he continued to use the term “your staff people,” 
{ got the impression that he thought there was a very large stati on 
this work. I finally said that on our total staff there were three 
people competent to deal with the particular problem which he was 
onecerned with, which was one of the major problems of taxation 
ow confronting the country. He was astounded and startled. I 
went on to tell him that this was only one of the functions for this par- 
ticular group of three people, and this was but one of the many things 
they would have to do. Recognizing that the Treasury could not do 
ll that it might do in this area, he went on to volunteer additional 
things that he thought would be helpful, saying that since, “of course, 
inything coming from us would be naturally suspect as colored; but 
we will be glad to hire any of the leading accounting firms; they might 
come in to go over our records and books and prepare any material 
that might be useful in this connection.” 

I was struck by the fact, sir, as illustrated in the last point I made, 
by the vast resources of outside groups. I have been aware of that 
situation, though I never formally participated in the preparation of 
materials to be presented to the Congress with reference to proposed 
tax changes. When I consider the number of topics—I am particu- 
larly familar with a few of them which I mentioned above—that our 
staff people have to be prepared to confer with very able and ve ry 
high-priced outside talent, I must say that I am impressed by the 
fact that what we have is a very competent but a very narrowly or 
thinly spread group. 


NUMBER OF ECONOMISTS ON THE FEDERAL PAYROLL 


Mr. Canrietp. Mr. Smith, the summary of the number and salaries 
of economists on the Federal pay roll has been pre pared for the House 
Appropriations Committee. The summary indicates that presently 
there are —"s economists on the Federal payroll at an annual cost of 
$17,950,7 This means an average salary of $7,186. 

Don’t you u think that is an extremely large number of economists? 
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Mr. Smiru. I am not aware of what the so-called economists are 
doing in other departments. I should revert first to what I indicated 
earlier as to the civil-service classification of individuals. As I under- 
stand it, in the thirties and probably through the forties, “economist” 
was a very fashionable term. Many people wanted to be economists. 
I have people on this staff who started in with clerical work and got 
to the point where on a promotional basis they were entitled to some- 
thing more and they ended up as fiscal economists. These are people 
whom I certainly would not recognize as professional economists. On 
the particular staff that I have here—a professional staff of 33 people— 
all are classified as economists, with the exception of 2 or 3 statisticians, 
of those, 5 are Ph. D.’s in economics. 

Now in addition to that, sir, I should like to note that the connota- 
tion frequently drawn from the great number of economists in the 
Government is that there is a great deal of star-gazing and plans for 
world reform that some economists are inclined to engage in. I happen 
not to be aware of what is done in other departments. But as I see the 
function of this staff, it is to provide operating material that is im- 
mediately necessary to make policy decisions. It so happens that those 
people are classified as economists. Many of them are very competent, 
highly trained professional economists. I am very happy to have 
them on my staff because they are useful, not as abstract economists, 
but as trained competent people. 


FUNCTIONS OF ANALYSIS STAFF 


Mr. Steminski. You say to form policy. Don’t you rather mean 
to carry it out? 

Mr. Smirn. I beg your pardon, sir. 

Mr. Sreminskr. I get from your discussion here that it is actually 
to carry out policy. 

Mr. Smiru. Thank you for the question, because it gives me an 
opportunity to correct an impression I certainly did not wish to give. 
These groups do not form policy. They provide the facts on which the 
policy officials operate. I might say that would be one of the changes 
that is involved in the abolition of the Tax Advisory Staff. As the 
name implies, I believe that it made policy recommendations. The new 
organization is not to make policy recommendations. It is to provide 
facts to the policy officials of the Treasury. 


ABSORPTION OF WITHIN-GRADE SALARY ADVANCEMENTS COSTS 


Mr. Canrtevp. Mr. Parsons, it is indicated in your statement that 
you plan to absorb within-grade salary advancements to the extent of 
$12,425. 

Mr. Parsons. That is right. But that is in the Executive direction 
activity only. The total for the entire office of the Secretary is 
$33,000. 

Mr. Canrietp. Following through the various items in the whole 
Treasury request, I note that nearly all agencies are doing that. 

Mr. Parsons. That is right, sir. That is the result of a policy 
decision of the Director of the Budget which directed that these items 
be absorbed. 
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GENERAL COUNSEL OF THE TREASURY DEPARTMENT 


Mr. CANFIELD. Now, the General Counsel is a very important officer 
of the Treasury Departme nt and comes under this office. He is who’ 

Mr. Parsons. Elbert P. Tuttle, the gentleman who was sitting down 
at the end of the table during the prior meeting. 

Mr. Canrie.tp. He succeeded whom ? 

Mr. Parsons. Thomas Lynch. 

Mr. CanFieLD. Do you know where Mr. Lynch is now ? 

Mr. Parsons. I believe he is e ngaged in the practice of law here in 
Washington. 

Mr. Canrietp. In a law firm? 

Mr. Parsons. That is right. 

Mr. Canrietp. With Mr. Foley ? 

Mr. Parsons. That is right. 

Mr. CanrieLp. The former Under Secretary / 

Mr. Parsons. Yes. 

Mr. CANFIELD. J have requested Colonel Johnson to have the Gen 
eral Counsel appear later before this committee for adequate examina 
tion. 

OPERATION AND MAINTENANCE OF MAIN TREASURY ANNEX 


The “Operation and maintenance of the Main Treasury and Annex” 
as provided for in this appropriation—$578,831—it involved 146 posi- 
tions. The per foot cost is 69 cents. Most all other Government 
buildings are serviced by GSA at a cost of about 60 cents per foot. 
Security reasons is said to be the main reason for self-operation of 
this building by the Treasury instead of GSA. Is this reason con 
sidered valid by the new Secretary in view of the fact that no other 
security restraints are apparent, the public being allowed free access / 

Mr. Parsons. As of this time that is still the basis for the separate 
operation and maintenance of the buildings. There has been no 
change in that to this date. 

[ might say that, while we feel we have a very effectively and effi 
ciently operated building, there are several factors which perhaps in 
dicate a divergence from the broad average which General Services 
maintains. No. 1 is that this is an old building, as you know. Part 
of it was built back in 1840. This does involve certain problems of 
maintenance which on the average are not found in all buildings. Sec 
ondly, it is air conditioned—I say “air conditioned”—but not too 
efficiently air conditioned because of its age. That, of course, also 
adds to the cost of the building. That is, as I understand it, not 
the case with most buildings administered by GSA. Their average 
is a very broad average covering all types of buildings in many types 
of locations. We feel that there are distinctive differences between 
the types of buildings. 

Mr. Canrietp. Are there any questions? 


REVISION OF ESTIMATES 


Mr. Gary. As I understand it, the figures that you have been talk- 
ing about are figures appearing in the Truman budget ? 
Mr. Parsons. That is correct, sir. 
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Mr. Gary. They are subject to revision and probably will be re- 
vised either upward or downward by subsequent estimates that will be 
presented later. 

Mr. Parsons. That is correct, sir. 

Mr. Gary. Have those estimates been presented yet to the Bureau of 
the Budget ¢ 

Mr. Parsons. We have been discussing estimates at the staff level. 
‘There has been no decision on the part of the Secretary or the Direc- 
tor of the Budget as yet, as far as I know, on this estimate. 

Mr. Gary. After you finally agree upon your estimate, then they 
will have to go to the Bureau of the Budget ? 

Mr. Parsons. That is correct, sir. 

Mr. Canrrevp. Mr. James. 

Mr. James. I have nothing. 

Mr. Passman. The Secretary mentioned in his presentation yester 
day that he found a very efficient department in the Treasury. By 
that he indicated to me that they cannot look for any substantial re- 
duction below the so-called Truman budget. Is that your understand- 
ing also? ' ' 

Mr. Parsons. That is, based upon efficiency and economy. In other 
vords, substantial changes would have to come from program changes 
rather than through reduction resulting from efficiency and economy 
as such, apart from basic program changes. 

Mr. PassmMan. I repeat the statement of yesterday : 

Any reductions that we make would have to come out of about 4 percent of 
the total request because 96 percent of it is more or less fixed by law. 

Mr. Parsons. That is right. 

Mr. Passman. That is all. 

Mr. Canriecp. Mr. Sieminski. 


NATIONAL FISCAL POLICY 


Mr. Steminskr. Mr. Smith, inasmuch as you are a crackerjack econ- 
omist, I thought I would hold this question until now for verification. 
I have here a quotation of March 6, 1953, listing the obligations of 
the United States Government and its instrumentalities put out by the 
First Boston Corp. Now, is it correct to say, from this report that 
Government bonds have dropped? The ceiling was 106.5; it fell to 
94.5. The 106.5 yielded 2.3 percent, and the 94.5 now yields 2.85 
percent. Is that a correct reading? I wonder if I could get a verifica- 
tion of that. 

Mr. Smirn. I would be glad to get a verification of it. I do not have 
the data now. 

Mr. Stremrinsx1. A second point is this: It was stated here that there 
is a desire for a hard dollar, a stable dollar. Can you people come 
up with what that dollar should be worth—50 cents, 65 cents, 75 cents? 
What do you mean by a hard dollar? Should labor accept less for 
the same workload? I would like that explained to the people of the 
country if it could be. 

Then, again, I would like to pursue this idea: Our gross national 
product is around $300 billion; some $70 billion of that we use for the 
budget, let us say. We have a debt, the interest on which is very 
small in comparison to our national product. If we have a national 
product of $300 billion, are we doing anything unusual in paying the 
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interest now being paid? Are we improperly paying off the national 
debt # 

Mr. Smiru. I ask for the clarification on this point of paying off the 
national debt. 

Mr. Sreminsxt. I am trying to establish one thing. I am looking 
or the wisdom in extending the national debt over a long term, 
hereby costing the Government more in interest rates. If a hard 
dollar is desired, should we not follow an equally hard fiscal policy ¢ 

d meet these obligations as they fall due instead of stretching them 
out at greater public expense? I would like to get from your research 
peop le how unsound we are at the moment with this problem, with this 

dget and the debt as it is being paid. Is it dangerous? Is it violent 
o the economy, as you see it, now that campaign tactics are over? 
With that information, I am sure we will be better able to evaluate 
the wisdom of extending the national debt on a long-term basis at 

eater interest rates to the Government. 

Mr. Smiru. I take it, sir, you would like a memorandum prepared 
on this. I would be glad to comment on certain aspects now. 

Mr. SreMINsKI. We are all on the same team. We're friends. 

Mr. Smirn. I merely inquired as to whether you wish me to comment 
ow, Which I would be glad todo. But I take it that it is inappropriate 

the present time. 

Mr. Sreminskr. At your convenience, Mr. Smith. 

(The answers to Mr. Sieminski’s questions follow :) 


1. For the longest-term Government bonds, the Victory 2% of 1967-72, the 
highest price recorded was 106.5 for a yield of 2.12 percent, and the present price 
is 94.5 for a yield of 2.87 percent. 

2. A hard dollar, I believe, can be better described in terms of stability of 
purchasing power than by reference to some earlier price level. The problem 
now is to maintain the present level and prevent further major fluctuations 
Statements concerning a 50-cent or 75-cent dollar usually refer to the relative 

urchasing power as compared to that at some earlier date. The figure indicates 
the depreciation in the dollar which has occurred since that time. Through 
the fall in value of the currency is bad, once it has occurred and continued for 
some time, a substantial reversal would also be bad, because it would involve 

ibstantial falls in the price level which, in turn, would almost inevitably lead 
to a depression. 

3. As to the cost of interest on the debt, though the dollar amount has of 
course increased greatly over the years, interest as a percentage of gross national] 
product has shown less change. Thus, the computed interest charge on the 
debt outstanding as of June 1919 amounted to 1.8 percent of the gross national 
product for the year. As of June 1940, it was 1.1 percent; it rose to 2.5 percent 
by June 1946, and came back to 1.7 percent in June 1952 

An increase in interest is, of course, burdensome in that it represents an 
increase in expenditures with a consequent increase in required tax revenues 
But when the increase in interest occurs because of an increase in rates, rather 
than in the amount of the debt, it reflects a change in market rates or in the 
composition of the debt involving, for example, a shift from short- to long-term. 
In such cases the increase in interest is probably necessary to place securities in 
the hands of investors. If the rates paid by the Government are inadequate, 
the securities will have to be artificially supported in one way or another, with 
the typical result of expansion in the credit base and inflationary consequences. 
Higher interest is thus likely to be necessary price paid to get real investors to 
hold Government securities and thereby avoid depreciation of the dollar. The 
changes in bond prices noted above are largely of this sort. 


INCENTIVE-AWARDS PROGRAM 


Mr. CanrreLp. I desire to commend your presentation regarding 
your incentive-awards program. Apparently, that program is very 
active in the Treasury Department. 
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Mr. Parsons. That is right. 

Mr. Canrtevp. You know the feelings of this subcommittee toward 
the program generally. 

Mr. Parsons. Yes, sir. 


MONTHLY NEWS LETTER 


Mr. Canrietp. I note also a very interesting statement in your 
presentation regarding the preparation of a monthly newsletter t 
exchange information on management activities and stimulate im 
provement efforts. Would you be good enough to tell us who re- 
ceives that letter ? 

Mr. Parsons. That goes to all of the personnel engaged in manage 
ment and staff work in the bureaus. What we do is get a report from 
a bureau which has adopted a significant improvement of some kind. 
We include in the newsletter for the next month a brief description 
of this improvement so as to give people in other bureaus some infor- 
mation and perhaps stimulate their thinking, if not along that line, 
along similar lines. We use the newsletter for that purpose. 

Mr. Canrietp. How long has it been in issue? 

Mr. Parsons. About 6 months now. 

Mr. Canrietp. Will you see that the committee gets a few copies 
of that? 

Mr. Parsons. I will, sir. 


WEDNESDAY, APRIL 22, 1953. 
OFFICE OF THE SECRETARY 


WITNESSES 


WILLIAM W. PARSONS, ADMINISTRATIVE ASSISTANT SECRETARY 
WILLARD L. JOHNSON, DEPARTMENTAL BUDGET OFFICER 
JANE M. CULLEN, ORGANIZATION AND METHODS EXAMINER 


SALARIES AND EXPENSES 


Analysis of reductions recommended in 1954 b idget estimates 


1954 revised budget | 


1954 printed budget Reductions estimates | 
Activ eT 
A verage 5 A verage A verage 
mount noun oun 
positions A positions Ar t positions Amount 
1 148.9 $955. 500 14.3 $82, 700 134. 6 $872, 80 | 
; D5<, i 
> nat | | 
2 ina j 
54.7 325, 200 4.0 22, 700 50. 7 302, 500 
} ‘ eS 12 702, 869 17.4 76, 469 106.1 | 626, 400 j 
} t of | 
145.9 578, 831 7.6 35, 131 138.3 543, 700 
57, 600 3,000 |... 54, 600 





Potal 473.0 2, 620, 000 43.3 220, 000 429.7 2, 400, 000 
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EXPLANATION OF REDUCTIONS 


1. Erecutive direction Decrease in the amount of clerical and staff assistance 
vided the members of the Secretary’s immediate staff 
» Administration and coordination of leqal services Decrease in the amount of 


rical and staff assistance provided the General Counsel of the Treasury Depart 
3. General administrative services Reduction of administrative services fur 
hed the offices of the Secretary and departmental headquarters, such as com 
nications, reproduction, ete 








$, Operation and maintenance of Treasury building Reduction of buildings 
aintenance services and decrease in the amount to be expended for supplies and 
iaterials for the repair and unkeep of two buildings 
5. Emeraen / first aid Reduction in the number of health units from 4 to 3 
mination of 1 of the 2 now operated by 1 emplovee 
alysis of eductions ecommended in 195 b idqet estimates | j object classification 
(direct obligations only 
54 4 I 
O lassification pr ' 
} 
I int position * $19 ¢ { 
me an por I nm 4 7 
| | ( veek t ) T 
I el b Db i 44 i4 2 4 
Total personal (i 9. 6 9. 112.84 
000 0 
i I th 100 
i eation I ( (Hn 
i utilit er s 45. OO 45, 00) 
1d reproduc iT 24 it 
‘ rac 4 SeETVICt + O00 (i 
Services performed by other azencies 57, 60K Wi 
| nd mat il GOK " { 
pment 00 500 13. 00 
Il ware in y 
i ‘ ent “ 
I ppropr I 2 ) 2 Wn 2, 40K 


Mr. CANFIELD. We have before us this morning Mr. William W 
Parsons, Mr. Willard L. Johnson, and Miss Jane M. Cullen under 


the appropriation title ‘Salaries and expenses, Office of the Secretary 
REDUCTION PROPOSED UNDER REVISED BUDGET 


Mr. Parsons, will you be good enough at this time to tell us about 
the reductions presented in the revised budget. | note that the 
‘ruman budget calls for an amount of $2,620,000. The new budget 
provides for $2,400,000, a reduction of $220,000; the average positions 
dropping from 473 to 430 

Mr. Parsons. The original estimate for this appropriation was 
$2,620,000 In the revised budget, the figure is $2,400,000, a reductio1 
of $220,000, and $185,000 less than the appropriation for the current 
fiscal vear. 

The revised budget provides approximately 430 positions, which 
represents a reduction in average positions ol approximately 4:5 

In addition, we have provided for a reduction in the emergency 
first-aid activity of $3,000 and a reduction of $17,340 in miscellaneous 


expenses. 


31734—53——5 
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At the present time we are reviewing and revising some of the pro- 
cedures in the Office of the Secretary and in our administrative service 
and building maintenance operations with a view to reducing operating 
costs to the minimum. 

We have instituted reductions in force currently so that the staff 
can be reduced to the level provided by this appropriation by the end 
of June. It is a case, as we view it, of doing the best job we can with 
with the resources available to provide the essential services of the 
Office of the Secretary. 

I would be happy to answer any questions in this connection; but 
in brief that is the summary of what we have done. 

Mr. Canrievp. It is our understanding, Mr. Parsons, that this 
matter of revision under this title has been considered very carefully. 
in fact, there was a further review made after the correspondence 
from the Secretary of the Treasury that I have had inserted in the 
record. It is your belief, Mr. Parsons, that sufficient moneys are 
here being requested for the purposes of the work of your office? 

Mr. Parsons. It is our belief, sir, that we can accomplish the basic 
mission of the Office of the Secretary. We will have difficulties, of 
course. In this type of service we do the best that we possibly can 
with the resources that we have. 

We have in the Secretary a man who has a very keen understanding 
of this type of problem, and he has given us every assistance in making 
reasonable rearrangements and reallocations of services so that we 
can meet the most essential items without impairing the service that 
we are called upon to render. 

Mr. Canrrevp. I am sure that his appearance and his presentation 
impressed every member of this subcommittee. 

Mr. Passman. Mr. Parsons, how much money did your Department 
have for the fiscal year 1953? 

Mr. Parsons. In this appropriation, sir? 

Mr. Passman. In the appropriation for the Office ot the Secretary. 
What was the appropriation for the fiseal year 1953? 

Mr. Parsons. $2,585,000, sir. 

Mr. Passman. The so-called Truman Budget recommended 
$2,620,000? 

Mr. Parsons. That is correct, si 

Mr. Passman. And the revised Eisenhower budget calls for 
S$? 400,000? 

Mr. Parsons. That is correct, sir 

Mr. Passman. Which is a reduction of approximately 8.5 percent 
in the revised f gg 

Mr. Parsons. That is right, sir. 

\ir. PASSMAN, Do : you believe you are going to be able to operate 
your office efficiently on this amount of money? 

Mr. Parsons. We ar going to do our best to render as complete 
service as we can. 

Mr. Passman. Do you anticipate any backlog that may accumulate 
for which you would have to request a supplemental appropriation? 

Mr. Parsons. No, sir; we do not. This operation is not a mass- 
production type of operation. It is somewhat like the operation of 
the staff of this committee or the staff of the Bureau of the Budget. 
We do as much as we can with the resources we have. Colonel 
Johnson, for example, could use several more examiners and do a 
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better job, But we do not have the funds, so we do the best job we 
can with the staff he has in this type of operation. 

Mir. Passman. Have you asked for supplemental appropriations 
n the past? 

Mr. Parsons. The only supplementals in past vears that we have 
sked for have been for pay increases that have been voted by the 
Congress. Other than that we have had no supplementals under 
his item. 

Mr. Passman. I think that is commendable because, in many 
instances in the past, there have been substantial reductions made 
n the original estimates, and then supplemental appropriations would 
be requested which would exceed the original reductions. So I think 
t is good to have the statement for the record that vour office is going 
to be able to operate on the funds to be given you this vear. 

Mie. Parsons. There will be no supplementals requested unde 
his item, sil 

Mir. Passman. That is all. 

Mr. Canrietp. Thank you very much, Mr. Parsons and Miss 
Cullen. 


Wepnespay, Marcu 11, 1953. 
BUREAU OF ACCOUNTS 
WITNESSES 


R. W. MAXWELL, COMMISSIONER OF ACCOUNTS 
G. L. CAKE, ASSOCIATE COMMISSIONER 


P. D. BANNING, CHIEF DISBURSING OFFICER 
W. E. BARKER, ASSISTANT COMMISSIONER FOR ADMINISTRATION 


E. C. NUSSEAR, ASSISTANT DEPUTY COMMISSIONER 
R. E. SMITH, BUDGET OFFICiR 


SALARIES AND EXPENSES 


Amounts available for obligation 
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Obligations by activities 
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Analysis of ¢ r pe nditures 


TOK t $252 600 

rl l } " wn ux 
u obligation 

1 ob! rio 

1 obl of ve “ ” 
t lance carrie rtific count 8 

( t { “ 4 
I r listribu } f \ 
feu t iblor 41 4() ” 
fy I ) an 
i} 


JUSTIFICATION OF THE ESTIMATES 


Mr. Canrietp. Now, I will take up the item of “Salaries and Ex 
penses, Bureau of Accounts.” 

The justification will be inserted in the record at this point. 

(The material referred to is as follows:) 


{nalysis of appropriation base for fiscal year 1954 
l q } 


Regular appropriation, 1953 act $2, 000, 000 


Supplemental appropriation for 1955 


Total appropriation, 1953 2, OOO, OOO 
Reductions: Financial reporting and maintenance of the Govern 
ment’s central accounts $4, 000 
Adjustment in base (net) 4, OOO 
(Appropriation base for 1954 1, 906, 000 
Increase over appropriation base for 1954 4, OOO 
Appropriation estimate for 1954 2, DOU, OOO 
Increase or decrease from total appropriation, 1953 
C'omparisor of appropriation base pu h approj alton es imate fo 1954 
A opriatior A [ tion « ners 
se for 1954 for 1954 lecrease 
Act V 
A ver Aver A r 
e me A munt ge \ iT i > 4 
itor 
S lepos of withheld tax pay 
t STS 7 £7 ‘ > in 
} i reporting ] rite 
oft ( ernment’s central accour ( S oy x 0g 
Developmer nd installation of ac 
counti i reporting ste! 6.9 22, R21 f RO 
1 , trents, loar | 
om ior ind surety bonds 4 4 1 { 
~ on of the Federal dep wy 
2 108, € 2 s 
Executive directior ( 134, 387 20). ( 4,38 
Increase over appropriation base 217.0 996, 000 917 2. 000. 000 4. (WM 
A tint net +4. 000 i 
otal, appropriation, 19 ind ar 
propriation estimate for 1954 217.0 2, 000, 000 9 2. O00, OOK 
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GENERAL STATEMENT 


The major functions of the Bureau of Accounts have not changed materially 
during the past year. These functions include numerous fiscal operations relat- 
ing to (1) control of appropriations made by Congress to the various departments 
and establishments through the issuance of warrants; (2) maintenance of the 
central accounts of the Government relating to receipts, expenditures, and appro- 
priations; (3) covering of moneys into the Treasury and authorizing their with- 
drawal therefrom; (4) preparation of annual report to the Congress relating to 
the receipts, appropriations, and expenditures of the Government, and other 
financial statements; (5) performs disbursing functions including certain collec- 
tions for the civil establishments of the executive branch of the Government 
except postal service and United States marshals; (6) handling accounts and 
payment of claims in connection with uncurrent and stale checks; (7) handling 
claims and issuance of substitute checks for entire Government service; (8) 
issuance of United States savings bonds to Federal employees under the payroll 
savings plan; (9) supervision of the Federal depositary system, including deposit 
of withheld income, social security, and railroad-retirement tax; (10) adminis- 
tration of the Government Losses in Shipment Act; (11) approval of surety bonds 
and determination of underwriting qualifications of surety companies authorized 
to do business with the United States; (12) handling investments of various 
trust and other funds for which the Secretary of the Treasury is responsible; 
(13) supervision of Treasury accounting and participation in overall accounting 
and reporting procedures for the entire Government service under joint-account- 
ing program; (14) annual appraisal of Commodity Credit Corporation; (15) 
accounting, billing, and collecting for lend-lease articles transferred and surplus 
property sold to foreign governments; (16) accounting for foreign currencies 
acquired by the Treasury; (17) payment of international claims; (18) handling 
certain claims and judgments against the United States; (19) maintenance of 
records relating to authority of Government corporations and agencies to borrow 
from the Treasury, and loans made to such agencies; (20) liquidation of the 
residual fiscal affairs of the Philippine War Damage Commission; and (21) 
audit of various trust and deposit fund accounts. 


EXPLANATION OF ESTIMATES BY ACTIVITY 
1. Processing deposits of withheld tax payments 


Appropriation base for 1954 : $789, 599 
Budget estimate for 1954 7 : 793, 599 


Increase over base Sik : RSs 4, 000 


Under the Current Tax Payment Act of June 9, 1948 (26 U. S. C. 1681), 
employers are required to withhold from the wages of employees amounts to 
be applied to their income tax liability. Regulations issued pursuant to this 
act provide that, where the total amount of tax withheld by a single employer 
amounts to $100 or more monthly, such amounts must be deposited monthly in 
a Federal Reserve bank or other Government depositaries designated for that 
purpose. The Federal Reserve banks, as fiscal agents of the Treasury Depart- 
ment, designate qualified depositaries to accept withheld tax funds. This method 
of paying tax currently provides the Treasury with the earlier use of the funds. 
The earlier use of tax funds is estimated to be worth in excess of $41 million 
for the fiscal year 1952, calculated at the lowest rate of interest currently paid 
on marketable obligations. 

On January 1, 1950, the withholding tax procedure for paying tax on a monthly 
basis was extended to include social-security tax withheld under the Federal 
Insurance Contributions Act (26 U. 8S. C. 1422, 1432, and 3701). The procedure 
was further extended on July 1, 1951, to include the withholding and deposit of 
employer and employee taxes under the Railroad Tax Act. 

Section 201 (f) of the Social Security Act as amended provides that the man- 
aging trustee (Secretary of the Treasury) shall withdraw from the Federal 
old-age and survivors trust fund the estimated expenditures by the Treasury 
Department for the administration of titles II and VII of the act. Such with- 
drawals from the trust fund shall be covered into the general fund of the Treasury 
as repayments to the account for reimbursement of expenses incurred in con- 
nection with the expense of administration of the act by the Treasury Depart- 
ment. It is estimated that approximately $397,000 of the estimate for this 
activity will be deposited into the general fund of the Treasury Department. 


69 


Number of depositary receipts 


Fiscal year: Number 
1945 - 3, 527, 611 
1946 3, 699, 158 
1947 a —- 3, SS7, 630 
1948 - - — 3, 989, 195 
1949 - iin Sos aecie 3, Vee, 20D 
1950 ; £ 4, 481, 451 
1951 - . 4, 664, 374 
1952 i 4, 906, 586 
1953 (estimated ) ‘ : iwiod : 5, TOO, OOO 
1954 (estimated) ~..------_- =F 5, 750, 000 


Che estimated cost of this activity, amounting to $793,599 for the fiscal year 
1954, includes $10,799 for administrative expenses. The balance of the estimate, 
in the amount of $782,800, represents the cost of reimbursing Federal Reserve 
banks for the actual cost incurred in handling deposits of withheld income, 
social security, railroad retirement tax, and printing depositary receipts and 
envelopes. 

There follows a statement reflecting the obligations by object class for this 
activity : 

Summary by object class 





A ppropria- | D otiy 
| tion base, E — . Increase 
wg ee | 
Personal services . . ; sd $10, 299 $10, 299 | 
Travel - pada — | 500 500 | 
Printing and reproduction 58, 800 58, 800 | y 
Other contractual services (reimbursement to FRB).. ae 720, 000 724, 000 | $4, 000 
OE kdudcsducavesuo<aseeeee - ee 789, 599 793, 599 4, 000 


JUSTIFICATION OF INCREASES BY OBJECT CLASS 

Other obligations 

The $4,000 represents an increase in depositary receipts to be handled by the 
Federal Reserve banks. During the last quarter of the fiscal year 1952 over 
1,440,000 deposits were received and processed which was a sharp increase in 
volume. It is anticipated that this rate will continue during the fiscal year 
1953, due to increased compliance with withholding tax regulations and the 
general increase in wage rates made many employers subject to the regula- 
tions who heretofore were exempt. 
2. Financial Reporting and Maintenance of the Governments Central Accounts 
Appropriation base for 1954 a pea ee 
Budget estimate for 1954 _- 7 ; : Sigoand ..... 585, 209 


Increase over base 


The organizational units included under this activity are responsible for 
the maintenance of the central appropriations, receipt and other fund accounts 
of the Government (5 U. 8S. C. 255); the issuance of warrants for the Secre- 
tary of the Treasury establishing amounts appropriated by Congress; covering 
money into the Treasury and authorizing withdrawal therefrom (31 U. 8S. C. 
147) ; making advances to disbursing officers of amounts appropriated by the 
Congress to all agencies of the Government except postal service; transferring 
to surplus amounts rescinded by legislative action; prescribing official account 
symbols and titles for all appropriations, receipt and other fund accounts of 
the Government and issuance of announcements, thereof, to all agencies of the 
Government. This activity also controls receipts and expenditures reported 
daily under the teletype reporting system used in preparing the data for the 
Daily Treasury Statement. 

The reporting function included in this activity relates to the preparation of 
financial statements covering fiscal transactions of the Government, certain of 
which are required under various statutes and Executive orders. These state- 
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ments include (a) the annual combined statement of receipts, expenditures, 
and balances of the United States Government which is required to be sub- 
mitted to Congress on the first day of each regular session, (b) fiscal year re- 
ceipts, expenditures, and balances by fund account for use in the Budget docu- 
ment, (¢) portions of the annual report of the Secretary, and (d) certain 
special statements published in the Daily Treasury Statement, including bal- 
ance sheets of Government corporations, and monthly report of appropriations, 
expenditures, and balances, which lists appropriations and related expenditures 
under classifications established in collaboration with the House Appropria- 
tions Committee. There are also prepared many statements and tables for 
inclusion in the monthly Treasury Bulletin and various special statements are 
compiled at the request of officials of the Executive branches of the Government, 
Members of Congress and the public. Other reports prepared include the annual 
digest of appropriations which is a basic source of information for appropria- 
tion language, symbols, and titles of funds made available for expenditure. 

Work is also performed in connection with the receipt, registration, deposit, 
and acknowledgment of the donations to the United States; calculating and 
warranting interest payments on permanent trust funds, and handling of other 
miscellaneous fiscal operations for the Secretary of the Treasury. 

The following table reflects the work of the accounting operations covering 
the fiscal years 1953 and 1954 as well as the actual work volume for several 
prior years: 


Vumber of warrant and accounting items 











Fiscal year Receipt Other Total 
1946 921, 403 191. 169 1, 112, 572 
1947 917, 096 155, 213 1, 072, 308 
1948 847, 727 171, 5380 1, 019. 257 
1949 774. 463 274, 169 1, 048, 632 
195 852, 548 257, 389 1, 109, 937 
1951 749, 471 288, 197 1, 037. 668 
1952 5&9. 103 313, 137 902, 240 
1943 Ss ited ARS. OOO 315, 000 900, 000 
1954 ¢ BRS. O00 315, 000 900, 000 


There follows a statement reflecting the obligations by object class for this 
activity. 


Summary by object class 


Appropriation | 


base, 1954 estimate, 1954] Increases 











Personal services $449 $449 
lravel 

Transportation of thin 235 
Communication service s G18 

Rents and utility serviec 83, 000 33 
Printing and reproduction 8S, 428 SS. 
O -ontractual service 4, 860 { 
Supplies and material 3, 969 ; 
Equipment 1. 000 1 
l'axes and assessment 735 

lotal 5R5. 200 5S5, 209 


3. Development and installation of accounting and reporting systems 


Appropriation base for 1954 
Budget estimate for 1954 


acini oae Se, ee 
202, 820 


Increase over base oe eae 


The accounting systems staff of the Bureau of Accounts is responsible for 
developing and installation of accounting and reporting systems. The staff is 
assigned the important functions of, (1) direction over the technical work re- 
lating to the provisions of the Budget and Accounting Procedures Act of 1950 for 
raising the standards of accounting and developing an integrated accounting and 
financial reporting system in the Treasury Department and its several bureaus 





nd offices; (2) representing the Treasury with respect to participation with the 
General Accounting Office and Bureau of the Budget in the joint accounting 

ogram for improving accounting and related fiscal procedures on the govern 

entwide front; and (38) performing annual appraisals of the Commodity Credit 
Corporation required by law, as well as certain audits within the Treasury De 
irtment. 

Che program of the Treasury has been organized so as to assure making im 

ements in the Treasury Department’s own accounting and reporting system 

id effective participation with the General Accounting Office and the Bureau 

f the Budget in achieving improvements in accounting and related fiscal opera- 

ns on the governmentwide front The Secretary looks to the Fiscal Assistant 
Secretary for direction of the program as it affects the Department; the Fiscal 
Assistant Secretary, in turn, relies on the accounting systems staff of the Bureau 

f Accounts for the technical work which must be done at the departmental 
evel 

With respect to accounting within the Treasury Department, opportunities 
for improvements are identified in several Ways. Section 113 of the Budget and 
\ccounting Procedures Act places important responsibilities on the head of each 

ecutive agency—including the Treasury Department as an operating agency 

establish and maintain systems of accounting and internal control which will 
ulfill certain specifications and needs. It is the responsibility of the head of 
each Treasury bureau and office to see that improvements are made in its account 

g system in line with the Secretary’s overall improvement program, as well as 
he requirements of the law. The staff collaborates with the bureaus and offices 
n reviewing their systems and in making major as well as minor revisions con 

stent with the provisions of the act and the policies and objectives of the joint 

ounting program. Wherever desirable there is appropriate participation by 
he staffs of the General Accounting Office and the Bureau of the Budget just as 
the accounting systems staff participates to the extent necessary with these two 
igencies in projects outside the Treasury. The purpose of such joint collabora- 
tion is to assure that changes made are consistent with the overall objectives of 
the joint accounting program; that matters such as principles and standards 
rescribed by the Comptroller General are observed; that changes made are 
synchronized with the audit program of the General Accounting Office: and that 
appropriate consiceration is given to an essential relationship between account- 
ng and budgeting as a better tool of management and disclosure ot operating 
results. Other opportunities for improvements arise from requests received from 
the various Treasury bureaus for assistance from the accounting systems staff 
n solving particular accounting or reporting problems: and, in some instances, 
they arise incident to improvements of a general character going forward under 
the joint accounting program which have a direct relation to the fiscal operations 

f a particular bureau or to a particular segment of the Treasury's accounting. 
With respect to the broader field of governmentwide accounting, the account 
ing systems staff (1) collaborates with the General Accounting Office in systems 
work with other departments and agencies of the Government from the stand- 
point of effecting integration of the accounting with the appropriation, revenue, 

nd cash accounting of the Treasury Department; (2) serves with representa- 
tives of the General Accounting Office and the Bureau of the Budget on joint 
committees and participates in special joint projects created for the purpose of 
studying and recommending improvements in particular accounting or fiscal 
procedures having broad application in the Government; and (38) collaborates 
with the General Accounting Office and the Bureau of the Budget in the review 
or drafting of proposed legislation. 

Because of the nature of the functions performed by the staff, the only ex- 
pression which could be given to workload is in terms of projects and fields of 
work Projects to be undertaken by the staff in the fiscal year 1954 will be 
determined largely by progress made in the various fields during 1953. During 
fiscal vear 1952, some of the significant projects undertaken were as follows: 


ACCOUNTING WITHIN THE TREASURY DEPARTMENT 


Technical assistance was given in the improvement of the accounting systems 
or in the solution of particular problems in the following bureaus or projects 

Bureau of Engraving and Printing: There was completed during the fiscal 
vear 1952 the installation work in connection with the new accounting system of 
the Bureau of Engraving and Printing authorized by Public Law 656 enacted 
August 4, 1950, involving a working-capital method of financing, a business-type 











budget, and an industrial system of accounting, including a complete cost system 
integrated with the general accounts. Principal work done during the year re- 
lated to assisting the Bureau of Engraving and Printing in the formalization of 
various procedures, the development of an accounting manual, and the solution of 
particular problems. 

Bureau of Narcotics: A survey was made of the accounting system and re- 
lated procedures of the Bureau of Narcotics. A number of recommendations 
were nade which are expected to provide a more cohesive system and give 
better financial information at various levels of management. The Commissioner 
of Narcotics approved the recommendations, and installation was effected dur- 
ing the fiscal year. 

Office oi Administrative Services: A survey was made of the accounting 
methods currently in use with attention to adequacy of records and controls, 
methods of administering control over allotments and apportionments, and 
management uses of accounting information. A report of findings and recom- 
mendations has been prepared and is currently under consideration. 

Bureau of Accounts: A number of surveys and studies were made of the Bu- 
reau’s operations resulting in recommendations respecting (1) realinement of 
processing functions and improvement of accounting in connection with the 
Secretary’s investment, trust, and deposit fund account activities; (2) the 
consolidation oi administrative accounting performed separately for the Divi- 
sion of Disbursement and the other activities of the Bureau into a single, unified 
system; and (8) the conversion of the receipt covering operations to a unified 
punchcard mechanical process. Installation of the first two items will be made 
in fiscal year 1953; the latter item was installed during 1952. 

Bureau of Internal Revenue: A study was commenced in April 1952, in col- 
laboration with representatives of the General Accounting Office and the Bureau 
of Internal Revenue involving a comprehensive review and appraisal of all 
internal revenue accounting operations. This is a project of broad scope and 
will involve consideration of such matters as the degree of utilization of modern 
accounting techniques and equipment and internal control phases of accounting 
operations. 

Coordination of Treasury budgeting and accounting: The staff, in collabora- 
tion with departmental representatives, is giving continuous ‘assistance to 
bureaus and offices of the Treasury in a program for integration of budgeting 
and accounting systems and in the formulation of procedures for administrative 
control over appropriations under principles established by Departmental regula- 
tions. 

GOVERNMENTWIDE ACCOUNTING AND RELATED FISCAL MATTERS 


Some of the undertakings within the joint accounting program on which the 
staff gave assistance or is continuing to give assistance are the following: 

Governmentwide study of the Federal-civilian payroll system: This project 
which was commenced in April 1952 embraces a study and appraisal of the 
entire Federal-civilian payroll system with a view of developing the most eco- 
nomical and efficient payroll methods in relation to the diversified needs of ad- 
ministrative agencies and auditing requirements. 

Small-purchases procedures: In line with a recommendation of the Com- 
mittee on Expenditures in the Executive Departments contained in part II, 
Survey of Procurement Process, House Report No. 1224, 82d Congress, a project 
was instituted under the joint accounting program with participation by the 
Treasury Department, General Accounting Office, Bureau of the Budget and 
General Services Administration, which resulted in development of simplified 
procurement and payment procedures for small purchases utilizing imprest 
funds. 

Other projects: Projects were worked on which accomplished (1) streamlining 
of procedures for cancellation of checks drawn on the Treasurer of the United 
States by disbursing officers of the Division of Disbursement, Treasury Depart- 
ment; and (2) the extension of procedures for making certain deposits imme- 
diately available for expenditure (without warrant action) so as to apply to 
civil-service retirement deductions on payrolls paid by disbursing officers of the 
Division of Disbursement, Treasury Department. 

Appraisals and audits: Members of the accounting systems staff also (1) 
made the anunal appraisal of the assets of the Commodity Credit Corporation, 
which the law requires of the Secretary of the Treasury; (2) made the annual 
audit of the cash accounts of the Comptroller of the Currency; and (3) audited 
the unemployment insurance fund, voluntary donations, “conscience fund,” and 
certain administrative accounts of the Department. 
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WORK PROGRAM FOR FISCAL YEARS 1 AND 1054 


The work program for fiscal year 1953 includes the continuation of such 


major projects as the study and appraisal of accounting operations in the Bureau 
of Internal Revenue and the governmentwide appraisal of the Federal-civilian 
payroll system. It also includes an appraisal of the accounting operation relat 
ing to the public debt. One of the most important new projects is a joint under 

king commenced in July 1952 by the Treasury Department, Bureau of the 
Budget, General Accounting Office, and the Department of Defense to appraise 
the existing financial reporting system with a view to the improvement of gover! 
ientwide reports including the daily Treasury statement, the combined state 
rent of receipts, expenditures, and balances. There are under way numerous 
smaller projects such as the simplification of the processing operations and 


counting for Government deposits and Government checks through genera 
depositaries ; the extension of the use of the punched card form of Government 
check ; revision of Budget-Treasury Regulation No. 1 relating to apportionme! ts 
and the status of appropriations; appraisal of existing regulations with respect 
to carrying of cash at personal risk ; studies in connection with mechanization of 
the preparation of accounts current of disbursing officers; and the simplifica 
tion of check reconciliation processes generally. The 1953 program includes 
nstallation work and followup on surveys and recommendations completed in 
fiscal vear 1952. 

During the fiscal year 1954 the work of the staff will be devoted in part to a 
continuation of projects under way in 1953, including giving assistance in in 
stalling new systems or procedures in the Treasury, and in part to new projects 

mtinually arising as a consequence of the great amount of work going forward 
n this field During the fiscal year 1954 special efforts will be devoted to im 
proving budgeting, accounting, and reporting in the various bureaus and offices 
of the Treasury Department; developing the best possible system, in the way of 
simplicity, integration, and control with respect to accounting for the cash opera 
tions of the Treasury and disclosure of the Government’s receipts and expendi 

ires; and developing an improved central financial reporting system 

There follows a statement reflecting the obligations by object class for this 
activity : 





Summary by object class 


A ppropr 
tion base, Estimate, 1954 Increasé¢ 
1054 

rer onai Services $ 06, 4 | S106 

I vel 3, 282 

Transportation of things 

Communication services 1, 104 

Printing and reproduction 

Other contractual services 195 

Supplies and materials 1, 053 

Taxes and assessments_.........-......- oan ; 1965 

Total. 202, 821 





}. Processing investments, loans, claims, collections, and surety bonds 


Appropriation base for 1954__ . we $175, 31 
Budget estimate for 1954 175, 31 


Increase over base 


The functions included under this activity relate to: (a) Investment of Govern 
ment trust and other fund accounts; (0) processing of loans to other Govern- 
ment agencies; (C) processing of international claims; (d) handling of deposit 
fund accounts for the Secretary of the Treasury; (€) processing claims under the 
Government Losses in Shipment Act; (f) billing and collecting amounts due 
from foreign governments on lend-lease and surplus property accounts; (g) 
handling of claims in connection with the liquidation of the Philippine War 
Damage Commission; and (h) supervision and control of surety bonding for 
the Government service. There follows a brief description of the aforementioned 
functions. 
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(a) Investment of Government trust and other fund accounts: Under various 
provisions of law, the Secretary of the Treasury has the duty of investing cer 
tain Government trust and other fund accounts. Among the funds are: Federal 
old-age and survivors insurance trust fund; unemployment trust fund; railroad 
retirement accounts; civil-service retirement and disability fund; national serv 
ice life insurance fund; United States Government life insurance fund; Pershing 
Hall memorial fund; and District of Columbia teachers’ retirement and annuity 
fund. 

The unemployment trust fund involves in addition to the investment of the 
fund the maintenance of a complete set of accounts for the fund including indi- 
vidual State accounts reflecting deposits, withdrawals, and balances; the pay 
ment of funds to States as requested; the distribution of interest earnings to 
State accounts on a pro rata basis; the preparation of quarterly statement of 
account balances to States; and preparation of periodic statement of the fund 
for publication. 

In some instances, Government agencies utilize the facilities of the Treasury 
in purchasing securities or disposing of securities which come into their pos 
session. Some of the agencies which utilize this facility are the Army central 
welfare fund, the Army motion-picture service, the Commissioner of Indian 
Affairs, and the general post fund of the Veterans’ Administration. The Treas- 
ury also extends its facilities to the Home Loan Bank Board for the purchases 
and sales of marketable Government securities for the 11 Federal Home Loan 
banks. 

(b) Processing loans: The Secretary of the Treasury has been authorized, 
from time to time, to subscribe to capital stock of specified Government corpora 
tions, the International Monetary Fund, and the World Bank, and to make cer- 
tain foreign loans. Also, certain Government corporations and agencies have 
been authorized by law to borrow from the Treasury. These organizations 
include the Reconstruction Finance Corporation, Commodity Credit Corpora- 
tion, General Services Administration, Economic Cooperation Administration, 
Tennessee Valley Authority, Export-Import Bank of Washington, Farmers’ 
Home Administration, Rural Electrification Administration, Housing and Home 
Finance Agency and Administrator of Veterans’ Affairs. The staff assigned 
to this activity participates in making arrangements, prepares correspondence 
preliminary to completion of loan agreements and examines corporations’ reso 
lutions covering loans; examines and places in safe-keeping obligations received 
under loan agreements; prepares instructions relating to the acceptance of 
obligations; and maintains individual loan accounts for each loan, caleulates 
the interest due and payable and deposits the proceeds into the Treasury Classi 
fied as to interest and principal. 

(c) Processing of international claims: This function relates to claims pay- 
able under settlement agreements with foreign governments, such as, the claims 
of American nationals against the Government of Mexico, under the settlement 
of Mexican Claims Act of 1942. Under this settlement, a payment of $2,500,000 
was received in November 1952, which amount will enable a further distribu- 
tion of 6.1 percent to award holders. This distribution which will be accom- 
plished during the fiscal year 1953, will be made to approximately 2,700 award 
holders. It also relates to claims of American nationals against foreign govern 
ments under the International Claims Settlement Act of 1949. The Interna- 
ional Claims Commission which was established pursuant ot the International 
Claims Settlement Act of 1949 is now hearing claims filed pursuant to that 
act. The Commission is hearing claims of American nationals for payment out 
of $17 million received from the Government of Yugoslavia. It is estimated 
by the Commission that there will be about 750 awards to pay during the fiscal 
year 1953 and 1954 from the Yugoslavia fund, involving between 1,500 and 3,000 
payees for each distribution. It is anticipated that there will be two or more 


distributions. Further, it relates to claims of the Mixed Claims Commission 
established in accordance with the terms of the Settlement of War Claims Act 
of 1928. as amended (50 U.S. C. 9) An amount of $843,568.85 was made avail 
able during the fiscal year 1952 to cover these claims, This amount will pro 


vide for a further distribution of 1.5 percent to approximately 270 award holders 
Such distribution will be accomplished during the fiscal year 1953. The amount 
of these claims is determined by a commission and is paid for the most part from 
funds deposited with the Treasury. An attempt will be made in the fiscal year 
1953 to install management improvements which will enable the Bureau to absorb 
the additional work involved in the handling of these claims. 
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(¢@) Handling of deposit fund accounts for the Secretary of the Treasury 
This function relates to: (1) The Philippine peso reclamation suspense account 
which involves the processing of reclaimed forged checks; (2) handling of 
deposits and related claims involving the foreign withheld check account estab 
ished pursuant to the act of October 9, 1940 Since the Korean war, and pat 
ticularly since the last half of the fiscal year 1951 when the Secretary of the 
Treasury amended Treasury Department Circular 655 to include all of the 
Iron Curtain countries of Europe, including Communist China and North Korea 
the work involved in maintaining these accounts has increased; (3) the handling 
and processing of deposits and claims for about 20 deposit fund accounts of the 
Secretary of the Treasury. 

(e) Handling claims under the Government Losses in Shipment Act: This 
function relates to the handling and processing of claims from other Govern 
ment agencies relating to losses incurred in the shipment of Government funds, 
securities, and other valuables. 

(f) Billing and collecting from foreign governments on lend-lease and surplus 
property accounts: Billings are prepared periodically for presentation to foreign 
governments in accordance with agreements under which amounts are due the 
United States for lend-lease and surplus property transferred to such countries 
Each billing is in effect a statement of the amounts due to the United States 
on a specified date pursuant to the agreement and each billing must reflect the 
status of the account, taking into consideration credits on account of real 
property or foreign-currency acquisition. These credits have effect on the in 
terest calculations and necessitate numerous computations. Collections under 
the billings are deposited into the appropriated account upon receipt. The work 
relating to this function requires considerable amount of research and examina 

on of documents in order to answer inquiries of foreign governments, foreign 
purchasing agencies, the State Department, and other United States agencies 
having an interest. 

(g) The Philippine Rehabilitation Act of 1946 provided that the Philippin« 
War Damage Commission would discontinue operations on April 30, 1951 Unde 
date of March 29, 1951, the President of the United States by letter requested 

Secretary of the Treasury to liquidate the final affairs of the Philippine 
War Damage Commission after April 30, 1951. Final liquidation of the Con 
mission involved the payment of its legal outstanding obligations, closing of its 
accounts, and the handling of inquiries involving rehabilitation claims paid 
by the Commission. The Bureau is receiving approximately 200 inquiries per 
month regarding claims adjudicated by the Commission. These inquiries 
volve nonreceipt of checks, decreased cases, claims, ete During the fiscal year 
1952 the Bureau was able to clear up much of the backlog; however, this work 

ll continue during the fiscal years 1953 and 1954. 

(4) Supervision and control of surety bonding: This function relates to the 
examination for the Secretary of financial statements and other pertine 
documentation required to be submitted by surety companies that wish to be 
authorized as acceptable sureties on Federal bonds to determine their under 

riting qualifications to handle Government business and stipulations running 
in favor of the United States. It also relates to processing surety bonds and 
consent agreements including the maintenance of records and all incidenta 
work in relation thereto, This work, particularly with respect to contract 
bonds, increased materially during the last 2 years as a result of defenss 
procurement. No additional personnel is requested, however, as the Bureau 
has been able to absorb the increased volume through management improvements 

Quarterly, semiannual, and annual financial statements of surety companies 
authorized to write bonds in favor of the United States are also examined 
Based on the analysis of such statements, the section compiles and publishes the 
annual rating sheet, which shows the names of all companies holding certificates 
of authority from the Secretary of the Treasury, their underwriting limitations, 
the States in which they are licensed to transact fidelity and surety business 
and the judicial districts in which they have appointed process agents 
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Number of transactions 


Actual 1952 Estimate 1953|Estimate 1954 











Investment transactions 2, O80 2, 100 2, 106 
Loan transactions 1, 222 1, 200 1, 201 
Unemployment tru | 
Deposit 5, 247 5, 300 | " 
Withdrawals 3, 196 3, 500 u 
{ and cohectior 
International clair 2, 279 2, 250 2, 250 
All } 1 € 6, 817 6, S00 6, SO 
( lec ms and depo 8. 800 | &, 800 8, SOF 
Number accounts 117, 989 | 118, 000 118, 00 
Number posting 99, 756 100, 000 100, 000 
Corres] por 5, 141 5, 500 5, 5K 
N be I is 74, 955 | 90, 000 90. 000 
iim ¢ 
Cer cheduled 6, 958 8, 000 8, OK 
Certified ¢ 41, 575 41, 000 £1, OM 
Number of posting 8, 396 | 9, 500 9, 51 
1 correspondence P. W. D, C . 2, 830 2, 400 2, 400 
| 
SOM vasices 387, 171 404, 350 404, 350 


There follows a statement reflecting the obligations by object class for this 
activity : 
Sum mary by object class 


A ppropria- Estimate 















tion base - Increase 
1954 | 1964 

I rvices $169, 281 $169, 281 
| 48 18 
| sportation of things 677 677 
Communication se ices 1, 567 1, 567 
Printing and repr tion 1, 497 1, 497 
Other contractual sé eS 420 420 
Supplies and materials 1, 539 1, 539 
xes and assessment 285 285 
otal 175, 314 175, 314 


5. Supervision of the Federal depositary system 


$108, 671 
108, 671 


Appropriation base for 1954- 
Budget estimate for 1954_--__ 





Increase over base ‘ . mal _— hscee hades 


The work relating to this activity involves the designation and supervision of 
depositaries throughout the United States and in foreign countries. These de- 
positaries handle the receipt and safekeeping of Government funds and perform 
numerous other banking services. The principal services rendered by the banks 
under their designation as depositaries are (1) the acceptance of deposits from 
collectors of internal revenue, postmasters, military finance officers, and other 
Government officers for credit of the Treasurer of the United States; (2) the 
maintenance of official checking accounts of postmasters, clerks of the United 
States courts and other Government officers, and accounts such as military 
organizational accounts, the balances in which are public moneys as defined in 
title 12, section 265, United States Code; (3) the furnishing of bank drafts to 
Government officers in exchange for their collections, thereby facilitating the 
transmission of such collections for subsequent deposit to the credit of the Treas- 
urer of the United States; (4) the servicing of State unemployment-compensation 
benefit payment and clearing accounts and veterans’ unemployment-compensa 
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ion benefit payment accounts; (5) the operation of limited banking facilities 
at military posts and reservations; (6) the furnishing of cash to military dis- 
bursing officers for payroll and other purposes; and (7) the performance of 
other banking services as need therefor arises in Government departments and 
igencies. 

The Division of Deposits is responsible for supervising the Federal depositary 
system, involving the investigation of the facts and circumstances surrounding 
each case where the depositary services are needed; the consideration of col- 

iteral requirements to secure deposits; the examination of depositary reports 
showing the volume of business handled and the expense incident thereto, which 
reports are used as a basis for the allotment of Treasury balances; the checking 
of statements and information relating to collateral; and administering the 
depositary functions under the withheld-tax program. The depositary work 
requires contacts with bankers, analysis of numerous reports, and the handling 
of considerable correspondence with financial institutions designated as de 
positaries and financial agents of the Government. 

During the past several years, there has been an increase in the banking 
services required by the Department of Defense. The number of banking facili- 
ties operating at military posts and reservations in the United States and Terri 
tories increased from 155 in 1951 to 196 in 1952. During the same period, 
additional banking facilities were established in foreign countries for use by 
United States military installations. 

The following table reflects the work volume for this activity : 


De positaries supe rvised 


Actual Estimate Estimat 
152 1Y¥ 4 
ber of depositaries 
Domestic 2, 743 2, 800 2, OOK 
rerritorial and foreign 336 370 100 
Total 3, O79 3,170 OO 
Authorizations end of year 
lreasurer’s general account 666 700 ”) 
rreasurer’s time account 965 1,100 " 
Official checking accounts 2, 446 2 650 2 70K 
Bank draft 2,193 2, 300 2 300 
Social security 73 75 76 
Banking facilities 
Domestic 19¢ 225 225 
Foreign 109 150 1%) 
Total 6, 648 7, 200 7 30K 
suthorizations during year 4,427 5, 000 5. OO 


There follows a statement reflecting the obligations by object class for this 
activity 


Summary by object class 


A ppropria- 








tion base, Estimate, Increase 
1954 1954 
Personal services $103, 634 
l'ravel 2 1. 522 
nsportation of things 2 25 
mmunication services 22 922 
Printing and reproduction $59 359 
Other contractual services 1, 345 1, 345 
Supplies and materials 729 729 
laxes and assessments 135 135 
Total._. 108, 671 108, 671 
6. Executive direction 
Appropriation base for 1954_- —— aie $134, 387 
Budget estimate for 1954__- selina tah ache _. 134, 387 


Increase over base 
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Executive direction consists of the general supervision over the activities of 
the Bureau by the office of the Commissioner, Associate Commissioner, and the 
Deputy Commissioner. This office is not only responsible for the operation of 
the 5 major activities reflected herein but the overall direction and supervision 
of the Division of Disbursement consisting of a Washington office and 25 field 
offices having an annual work volume of approximately 200 million payments 
collections, and issuance of savings bonds and has the administrative responsi 
bility for appropriations and funds amounting to approximately $93 million 
The work of the operating divisions are diverse and complex. This presents an 
unusual type of management problem in establishing policies and procedures in 
connection with their operation 

Work measurement for this activity is not practicable 

There follows a statement reflecting the obligations by object class for this 
activity : 


Summary by ( bject class 


ppt 
API Estimate 
yn bas cone Increase 
1954 ; 
I $ OS $131, OOS 
25 
wt } 7 = 
( ti ISY ORY 
I ys 2O8 
) sv) ISO 
C S10 x10 
s ( 0) y) 
+, 38 134, 387 
inalys Lire end indirect ob lions by activity 
A m estimate, 1954 
D I Indirect obl Total « 
rations iti 
i i Sou) S7u 
I Gove 
f 8 
8, 411 6, 409 22, 8 
2 22 l 
f the Fed t 17, 30 1, 371 108, 67 
I 2 2, 648 134, 3S 
® 126, 867 | > O00. 00 


| 


The cost of salaries and other services of the Bureau relating to the prepara 
tion of the payroll, personnel administration, budget preparation, administrative 
accounting, maintenance of files, stenographic services, supplies, storeroom, and 
messenger services amounting to $126,867 have been prorated among the 6 


activities on the basis of the percentage of employees assigned to each activity 
(GENERAL STATEMENT 


Mr. Canrrecp. Mr. Maxwell, have you prepared a statement to be 
presented at this time / 
Mr. Maxwewu. Yes, sir. 
Mr. Canrieip. Will you proceed, please / 
Mr. Maxwetu. Yes, sir. 
ACTIVITIES 


The estimates of the appropriation for the Bureau of Accounts for 
the fiscal year 1954 have been made on the basis of a continuation of 
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its present functions. Since these functions are related closely to the 
fiscal activities of all Government agencies and general fiscal opera 
tions of the Government, the Bureau must be prepared to handle the 
volume of work that is generated by these agencies, a circumst: = 
which, for the most part, cannot be administratively controlled 1 
the Bureau. 

The costs of administering the functions of the Bureau of Accounts 
are paid from two appropriations, the largest being “Salaries and 
expenses, Division of Disbursement,” covering the expenses of the 
Division of Disbursement for (1) making payments to Government 
creditors on account of obligations incur red by the civilian executive 
branch of the Government, « xcepting the posti al service, United States 
marshals, and certain corporations, (2) the issuance of savings bonds 
to employees of the Government under the payroll allotment plan to 
purchase such bonds, and (3) handling certain collections. The Chief 
Disbursing Officer, Mr. Paul D. Banning, will justify this appropria- 
tion. EK xpe nditures to cover the other administrative e xpenses of the 
Bureau of Accounts are paid from the appropriation, “Salaries and 
expenses, Bureau of Accounts.” 


APPROPRIATION FOR SALARIES AND EXPENSES, BUREAU OF ACCOUNTS 

The activities payable from this appropriation have been grouped 
Into SIX general categories which I would like to briefly describe. The 
first classification, 1. e.. “Processing deposits of withheld tax pay 
ments,” covers the amount required to reimburse the Federal Reserve 
banks for expenditures incurred by them in receiving and accounting 
for income taxes withheld under the Current Tax Payment Act of 
1943, social-security taxes withheld under the Federal Contributions 
Act and the Railroad Retirement Tax Act, the printing of depositary 
receipts, postage, envelopes, and similar costs. This activity has con 
stituted approximately 40 percent of the total expenditures from this 
appropriation. 

The second activity, namely, the “Financial reporting and mainte 
nance of the Government’s central accounts.” relates to the account 
and reporting for ap propriations, rece ipts, and expenditures for the 
entire Government required under the act of July 31, 1894. Included 
n this activity also are the preparation of other regular financial 

tatements for the Treasury Department, including those for the See 
retary’s annual report, the Treasury Bulletin, the Treasury Daily 
Statement, and specl al re ports requested | »\ officials of the Ire: asury, 
members of the committees of Congress, and other officials. 

The next activity, “Development and installation of accounting and 
reporting systems,” pertains to the work of the staff of the Bureau 
of Accounts. This staff has the responsibility for participating with 
the General Accounting Office and the Bureau of the Budget in a joint 
program to improve accounting and reporting in the Federal Govern 
ment as provided in the Budget and Accounting Procedures Act of 
1950. The staff also has the responsibility for impleme nting new leg 
islation or amendments to existing law covering accounting and fiseal 
matters, by the preparation of departmental circulars. 

During the past year, this staff has been partic ipating in studies in- 
volving governmentwide activities, such as the extension of the nse 
of puncheard checks, the application of the direct-deposit procedure 

$1734—58——-6 
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to civil-service retirement deductions, and the development of pro- 
curement and payment procedures for small purchases, and has devel- 
oped a departmental circular relating to withholding taxes for States 
by Government agencies under the provisions of the act of July 17, 
1952. This staff has also assisted with accounting procedures within 
he Treasury, such as the accounting for taxes in the Bureau of In- 
ternal Revenue and the extension of the mechanization procedures for 
covering moneys into the Treasury. It has participated in the devel- 
opment ‘of the reorganization of the Bureau of Accounts, which I will 
later discuss. 

The fourth activity called “Processing investments, loans, claims, 
collections, and surety bonds,” includes such items as making advances 
to Government agencies under various provisions of law, handling of 
claims and certifying payments to individuals under agreements en- 
te red into pursuant to the International Claims Act and similar legis- 
lation, administration of the Government Losses in Shipment Act, in- 
vestment of trust and other funds for which the Secretary of the 
l'reasury is responsible, the billing and collecting from foreign gov- 
ernments under lend-lease and surplus-property agreements, the review 
of financial condition of surety companies authorized to do business 
with the United States Government, liquidation of certain discontin- 
ued Government agencies, such as the Philippine War Damage Com 
mission, and the administrative accounting and related detail work for 
many miscellaneous Treasury appropriations. These latter appropri- 
ations include “Refund of moneys erroneously received and covered,” 
“Certified claims,” “Claims, judgments, private relief acts,” and “Pay- 
ment of unclaimed moneys.” 

The fifth classification, namely, the “Supervision of the Federal 
de ‘posits iry system, * relates to the designation of de ‘posite uy banks to 
act as agents of the Federal Government in receiving funds, furnish- 
ing cash for payrolls, payment of Government checks and other fiscal 
matters. The Division must assure that new designations are made 
only where fiscal requirements cannot be served by existing facilities, 
that sufficient collateral is furnished to cover deposits, and that bal- 
ances maintained are not in excess of current requirements. 

The sixth classification, that is “Executive direction,” includes the 
salaries and expenses of the Bureau’s supervisory staff. It also in- 
cludes certain special functions closely related to executive direction, 
such as the review of proposed legislation involving fiscal and account- 
ing matters, the preparation of reports thereon at the request of the 
Bureau of the Budget, the Congress or the Treasury Department, and 
the digest of bills relating to fiscal matters. 


APPROPRIATION ESTIMATE FOR 1954 


The request for an appropriation of $2 million for the fiscal yea1 
i954 as presented to your committee is for the same amount that was 
appropriated for the fiscal year 1953. These estimates include $4,000 
for an estimated increase in volume of work for withheld taxes. For 
the past several periods, there have been an increasing number of 
deposits made of ts ixes withheld by employers from their employees’ 
salaries. This amount of $4,000 has been offset by savings in other 
categories so that the net requirements for 1954 are estimated to be 
the same as for the current fiscal year 
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There are, however, other increases in volume of work due to events 
which could not have been foreseen or anticipated at the time the 
original budget estimates were prepared. For example, there has 
been recently transferred to the Bureau of Accounts for liquidation 
of their fiscal affairs, the Motor Carrier Claims Commission, the Com 
mission on Renovation of the Executive Mansion, and the National 

apital Sesquicentennial Commission. The liquidation of these agen 
cies will carry over into 1954 but no additional funds have been in 
cluded in the estimates for that year to carry on this liquidation. 
Howe ‘ver, since it is anticipated the additional cost will be relative ly 
small, we expect that through probable management savings, the 
idditional expense incurred in connection with these activities can be 
ibsorbed. 

Mr. Chairman, in connection with these unanticipated activities, I 
have a statement similar to that which I have given to your committee 
in previous years which lists for 1952 some of the increases not antici- 
pated at the time the budget was prepared, as well as management 
savings whic h you may wish to insert in the record. 

Mr. Canrietp. Without objection, it will be inserted in the record 
at this point. 

(The material referred to is as follows :) 


Summary of source and application of management and other savings, fiscal 
year 1952 


\ppropriation, Salaries and expenses, Bureau of Accounts, 1952_- 
Plus increases not anticipated at time of preparation of budget 
1. New activities: (a) Liquidation of Philippine War 
Damage Commission_- 
2. Workload increases: 
(a) Withheld tax, additional depositary 


.. $1, 990, 000 


receipts processed___.__........ $20, 498 
(b) Bonds, consent agreements, and 

surety companies__- 2,210 
(c) Earlier publication of combined 

statement 2, 821 
(dad) Establishing banking facilities, 

military posts — S080 


(e) Increased activity in Philippine 
peso accounts___-----_- ssid deb 4, 580 
———__ 34, 654 
8. Increase in cost of printing aan shaicnaticaoniens 5, 120 
4. General salary and other wage increases 
required by law: 


(a) Within-grade promotions $7, 507 
(b) Pay increase, Public Law 201, cost 
in excess of appropriation 17, 000 
(c) Terminal leave - $1,718 
a ool 99 DOF 
5. Miscellaneous 2, 266 
Total increases__-_-—- pinned = mile ‘ 79, O72 


Total appropriation and additional requirements for fiscal 


year 1952__- cakehen anc aeaeea acai at chan 2, 069, 072 
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Summary of source and application of management and other savings, fiscal 
year 1952—Continued 
Less savings: 
1. From legislative provisions: Elimination of transfer 
and counter warrants under sec. 1210 of Public Law 
759 ai 


2. From nonpersonal service items__- Sl aha ¢ 
3. From management programs: 
Procedural improvements: 
(a) Under joint accounting 
program 2 dete $9, 650 
(b) Improvements in mechani- 
cal method of maintain- 
ing accounts__-_ ; 1, 760 
(ec) Other : inqcebesacas 5, 600 
$17, 010 
Simplification of withheld tax procedure 


ow 
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(beginning Jan. 1, 1950) . 85, 000 
Miscellaneous _ 6,650 
—_— 108, 660 
Total reductions — $114, 707 
Expenditures for fiscal year 1952 _ 1,954, 365 
Unobligated balance returned to Treasury 35, 635 


REALINEMENT OF FUNCTIONS, 1953 


Mr. Maxwenui. Although the basic functions of the Bureau are the 
same as heretofore, the organization of the Bureau of Accounts has 
heen modified by order of the Treasury issued subsequent to the prepa 
ration of the foregoing estimates. 

The Treasury order was issued after much study and consideration 
of the proble ms involved and was expected to enable a better utiliza 
tion of Bureau personnel so that no additional funds would be required 
O Ove etfect to the provisiol s of the Budget and Accounting Proce 
lures Act of 1950. 

‘I act prov des for central accounts and central reporting in the 
lreas ury Departing nt as wellas fixing the responsibility for the estab 
shment of internal controls in each department. Shortly after this 

t was approved, consideration was given to implementing its provi 
1O1 ror im proving the accounting and reporting functions in the 
lreasury Department and reappraising internal controls in the light of 
the new procedures being adopted for audit of financial transactions. 

lnder date of October 11, 1950, in a letter to the Comptroller Gen 
eral, the Secretary expressed his desire that the Treasury have the 
-trongest and most efficient system of accounting and internal control 
possible and that the central reports which it is required to produce 
erve the needs of the Government. The Secretary requested the 
Col iptroller General to assist in the development ofa plan for provid 
ne the Treasury with an accounting and reporting system contem 
plated under the Budget and Accounting Procedures Act of 1950, to 
gether with an effective type of independent audit. The Comptroller 
General, in reply of October 23, 1950, concurred in the Treasury’s 
proposal and designated the Chief of the Accounting Systems Division 
to cooperate in the development of the accounting and reporting 
system. 
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Since then, the staff of the Treasurv and General Account ing a Office 
ive been working together on changes Mn procedures and realinement 
f functions in the Treasury to lve « ffect to these objectives. Several 
‘int regulations were issued by the Secretary of the Treasury and the 

Comptroller General simplifying procedures which facilitated the 
teps to be taken under the Treasury ‘sorder. On October 27, 1952, ina 
letter to the Comptroller General, the Treasury outlined a plan toward 

( accomplishment of the lone range objectives to improve the ne 
yunting and reporting procedures of the Treasury under the Budget 
nd Accounting Procedures Act of 1950. The plan included: 

(1) Consolidation into a Division of Central Accounts of the ae 
uunting for receipts, appropriations, and expenditures performed by 
he Division of Book keeping and Warrants and in the Washi oton 
ind regional offices of the Division of Disbursement : 

2) Establishment of a single account for the Chief Disbursing 

Officer w ithout respect to appropriations: 

3) Decentralization to the regional offices of the detail ac ounting 
for receipts and expenditures and related activities, and provide for 
uch internal audit as may be necessary to assure accuracy and uni 
formity of operations under such decentralized program: 

(4) Extension of the procedure, wherever practical, for making 
deposits of collections directly in the account of the Treasurer of the 
(nited States, and extension of the procedure for crediting collections 
on the books of the Treasury without the preparation of covering 
warrants. 

The Comptroller General’s reply of November 24, 1952, generally 
oncurred in the proposed plan. The initial step was taken to establish 
an appropriate organization by issuing Department Order 164. 

The Treasury order, effective January 4, 1953, directed the estab 
lishment of a Division of Central Accounts into which is to be con 
solidated the accounting for receipts and expenditures by appropria 
tions, which has heretofore been performed by the Division of Book- 
keeping and Warrants and the Division of Disbursement of the Bu 
reau of Accounts. Also, a Division of Deposits and Investments has 
been established into which have been transferred the functions pre- 
viously performed by our Division of Investment, Division of De- 
posits, and Section of Surety Bonds. 

These consolidations will permit the present Deputy Commissioner 
to devote his entire time to the central accounting system. The system 
of central accounts will include the maintenance of all accounts of 
receipts and expenditures of public moneys and will be integrated 
with the accounts of the other Government agencies, generally at their 
local offices level. The Division will also issue appropriation warrants 
and will furnish basic data for financial statements, including data on 
appropriations, receipts, expe nditures, contract authorizations, and 
unexpended balances of appropriations and borrowing authority. 

The order also established a Division of Central Reports whic h will 
have the responsibility for compiling financial reports as well as re- 
viewing existing reports, and for developing such reports as may be 
required to meet the current or new conditions. It also placed the 
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general administration of the fiscal internal audit and development of 
regulations of the Treasury in the Bureau of Accounts. It was 
planned that these two phases of the Budget and Accounting Act of 
1950 could be partly carried out with personnel derived from the 
consolidation of accounting functions. 

With the present available staff, it will take considerable time to give 
effect to the plan contemplated by Department Order 164. The con- 
solidation of accounting is also made more difficult since we must. be 
certain that current operations will not be interrupted nor delayed 
in the transition period. Therefore, changes in the accounting pro- 
cedures will be approached gradually, but it is believed that the con- 
solidation will be substantially completed by the close of the fiscal 
year 1954. The estimates for the appropriation “Salaries and ex- 
penses, Division of Disbursement” for the fiscal year 1954 include 
funds for the accounting activities, previously handled by that or- 
ganization and transferred to the Division of Central Accounts. 
However, since the 1954 budget estimates were submitted prior to 
the issuance of the Department order, no adjustment is proposed in 
the appropriation requested for that year; the funds for the account- 
ing work will be transferred in the same manner as for the current 
fiscal year. 

OTHER APPROPRIATIONS 


The Bureau of Accounts administers several appropriations other 
than those for administrative expenses. Among these is the payment 
of Government Losses in shipment revolving fund. This fund was 
established in 1938 as a means of self-insurance to cover valuables of 
the Government lost in shipment. The law was subsequently amended 
to make the fund available for paying losses of internal-revenue 
stamps, public-debt obligations, and other securities from fire or theft 
when without negligence on the part of the custodian. Further amend- 
ments included losses in connection with redemption of savings bonds. 
The balance in this fund is approximately $234,000. It is anticipated 
that the net expenditures for the current year and next fiscal year will 
amount to $30,000 for each year, so that no appropriation is being 
requested for 1954. 

Mr. Chairman, I think that gives a general picture of our organiza- 
tion and the way it has been changed by the recent order of the 
secretary. 

Mr. Canrretp. Mr. Maxwell, it is the feeling of the chairman that 
the members of the subcommittee should have adequate opportunity 
to review adequately and carefully the statement you have made today, 
along with the justification. It is a very important bureau. I have 
discussed the matter with Mr. Gary, and he agrees with me that it 
would be best perhaps for us to adjourn until 9: 30 tomorrow morning 
when we will have our examination of the witnesses. 


‘THursDay, Marcu 12, 1953. 


Mr. Canrretp. Mr. Maxwell, you are asking for the same funds as 
illowed the Bureau for fiscal year 1953 ¢ 
Mr. Maxweti. Yes, Mr. Chairman, $2 million. 


PROCESSING OF WITHILHELD TAX PAYMENTS 


Mr. CaNFIELp. You show in your justifications that 40 percent of 
your work is in the processing of withheld tax payments ¢ 

Mr. Maxwe.i. Yes; approximately 40 percent. 

Mr. CanrieLp. I note your statement that the earlier collection of 
these funds results in the accruals to the Treasury of some millions of 
dollars; in 1952, for instance, it amounted to $41 million. 

Mr. Maxweu. Yes, sir. I might first say that every employer who 
withholds $100 or more from his employees for income and social- 
security taxes each month is required under the Treasury regulations 
to deposit such amounts in a governmental depositary or Federal 
Reserve bank monthly. Prior to the time that taxes were withheld, 
returns were filed and taxes paid for social security and/or income 
quarterly. So, by getting those payments an average of 45 days 
earlier, that means the Treasury gets the use of the taxes that much 
sooner, Which has a value to the Treasury in interest, as you stated. 

The amount depends on the rate used. At the short-term rate—the 
lowest rate—we would say the interest would be around $46 million 
estimated for 1953. If we use the long-term rate, it would be up to as 
much as $70 million. It just depends on the rate used to make the cal 
culation. The minimum for 1953 would be approximately $46 million. 





REIMBURSEMENT TO FEDERAL RESERVE BANKS 


Mr. CanriteLD. Do you reimburse Federal Reserve banks for the 
actual cost in handling deposits of withheld income, social security, 
retirement taxes of railroads, and printed depositary receipts and 
e velopes ? 

Mr. Maxwetu. That is correct. There are two parts of the costs of 
this activity : First, the reimbursement to Federal Reserve banks, and, 
second, the cost of envelopes and supplies which are purchased here 
in Washington. The Federal Reserve banks, of course, receive the 
deposits through the depositary banks and then issue a receipt to the 
taxpayer. The receipts are attached to his tax return when the em- 
ployer files it with the Bureau of Internal Revenue. The Bureau of 
Internal Revenue checks the returns to see that they agree with the 
receipts and transmits the receipts to the Federal Reserve banks where 
they compare their records with the amounts of the receipts to be sure 
the taxpayer doesn’t change them or that duplicates are not used. The 
taxpayer sometimes uses both, where an original and duplicate has 
been issued. So that work is verified by the Federal Reserve bank; 
and, for the handling of the collections and processing the withheld 
tax receipts, we will reimburse them approximately $720,000 this year. 
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We expect that next year there will be a slight increase in volume. Our 
volume has been increasing every year slightly. We figure there will 
be a 50,000-item increase for 1954 over 1953. The estimate for 1953 
seems to be running about on the nose. We ran 1.428.000 the last 
quarter, and the previous quarter was about 1,425,000. So the total 
vill be about 5.7 million this year, unless there is some major change 
in laws or other unforeseen factors. 


ADVANCES TO DISBURSING OFFICERS 


Mr. CANFIELD. Do you make advances to the disbursing officers of all 
Government agencies except the postal service ? 
Mr. Maxweu. That is correct, 
ADVANCES TO THE POSTAL SERVICE 


Mr. Canrrecp. How are advances to the postal service made ? 

Mr. Maxwe.xi. Those are handled through requisitions from the 
Post Office Department for any deficiency which they incur in their 
operations. They operate on a revolving-fund basis, and the Treasury 
stands good for any deficit which they incur in operations. They 
draw against the Treasury whenever they need funds, and occasionally, 
when they have a surplus, they return funds to us at the end of the 
year. 


PREPARATION OF THE TREASURY DAILY STATEMENT 


Mr. Canrietp. What is your function in connection with the prepa- 
ration of the Treasury Daily Statement ? 

Mr. Maxwetu. Our function is partly technical and partly prepara- 
tion of specific statements. We receive daily reports from Mr. Ban- 
ning’s office in connection with payments he makes, and we classify 
them and furnish summaries to the Treasurer’s office. The Treasurer’s 
office gets other information from other disbursing officers—that is, 
those not under Mr. Banning, such as the military—based on the checks 
paid. They consolidate these figures and classifications from these 
two sources and show them on page 2 of the daily statement as budget 
expenditures. Page 1 covers the cash assets and liabilities of the 
Treasury, the information for which is received by the Treasurer’s 
office daily from depositary banks and Federal Reserve banks. They 
do all the compiling for this page. 

Our job, except for our compilation of data for page 2, is primarily 
technical. We determine the classifications by having conferences 
with people who need new or different classifications. However, we 
do prepare special statements for the Treasury Daily Statement for 
the 15th of the month which are prepared in our Financial Reports 
Division. Those statements relate to the status of social-security 
trust funds. 
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PREPARATION OF OTHER STATEMENTS 


We prepare a statement once quarterly for the status of Govern 
ment corporations and business enterprises showing their assets and 

iabilities. We prepare a statement on expenditures under certain 
classific ations which were requested by the chairman of your com- 

ittee a few years ago § and other spec lt al statements of that kind which 
we publish once a month or once quarterly. 

Mr. Canrretp. What office of the Treasury actually puts out that 
tatement ¢ 

Mr. Maxweuu. The Treasurer’s office actually does the mechanical 
vork of putting the figures together and sending it to the Govern 
nent Printing Office. However, we pay for the printing costs from 
our appropriation. 

Mr. Canrtevp. Is the format of that statement changed in any 
way this last year? 

Mr. Maxwexu. Very little. There has been some suggestions made 
in connection with it and a few classifications have been changed, but 

hasn’t changed materially. 


TELETYPE REPORTING SYSTEM 


Mr. CanrreLtp. What do you mean by teletype reporting system ? 
Mr. Maxwewi. That refers to information we get from the Chief 
Disbursing Officer. He sends in from his field offices daily a state- 
ment show ing the total amount of his expenditures for each classifica- 
tion and also his receipts; and, based on that advice, we are able to 
get the information promptly for today’s expenditures which will 
he published under today *sdate. The printed statement will come out 
2 days from now. It will reflect actual checks. At one time there 
was a lag of several days because expenditures were based on checks 
paid. Of course, there are always millions of checks in transit and 
outstanding. The statement didn’t really reflect the cash disburse- 
ments of the Government. But a few years ago, based on this telety pe 
reporting, we were able to get the amount of checks issued for ex 
penditures for the Government as of the date of the dailies that were 
ssued; that is, only with respect to Mr. Banning’s organization. For 
the military, we never have been able to work out as prompt report 
ing, since they have a system whereby vouchers go to certain central 
accounting offices before we can get their classification of expendi 
tures: we have to wait from 10 to 15 days. For overseas expendi 

tures it takes much longer than that, maybe 30 days, 


UNCURRENT AND STALE CHIIECKS 


Mr. Canrievp. Mr. Maxwell. what is meant by handling claims and 
issuance of substitute checks in connection with uncurrent and stale 
checks ? 

Mr. Maxweww. In case an individual loses a check, for example, or 
just can’t locate it, he generally advises the Treasury and asks for a 
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duplicate check. Those substitute checks are cleared through an ac- 
count which we have established for that purpose. Mr. Banning 
handles substitute checks. Uncurrent checks are those where the check 
is outstanding for 1 full fiscal year after issue and less than 10 years, 
while a stale check is outstanding 10 years or more from the date of 
issue. After that period of time, the check is, you might say, non- 
negotiable, and the individual holding a stale check must send it to 
the Secretary of the Treasury and ask for a duplicate check or a sub- 
stitute check. Now what we do in order to clear up the disbursing 
officer’s accounts for old checks still outstanding is to transfer the 
amounts thereof from the disbursing officer’s account to a single 
account in the Treasury, which is maintained by our Investments 
Branch. Those uncurrent and substitute checks are then charged to 
this account rather than keep the disbursing officer’s account open 
for that period of time, to cover them. 


NUMBER OF OUTSTANDING CHECKS 


Mr. Canrievb. Are there many such checks as old as ten years 4 

Mr. Maxweut. They dwindle down very fast. We have received 
some volume estimates on outstanding items, but the largest number 
outstanding are those within 30 days after the date of issuance. I 
would say within 10 years maybe 75 or 80 percent of them have been 
paid. It is a relatively small percentage outstanding which is still 

1 large sum when you consider the number of checks “that have been 
oor I can get some figures on that. 

Mr. Canrretp. Will you be able to give us some figures on the num- 
ber and amounts called if so as to have them inserted i in the record ? 

Mr. Maxwe.u. Yes, si 

(The material refe oe to is as follows:) 

Based on information received from the General Accounting Office, it is esti- 
mated that the average number of outstanding checks lost or in the hands of 
holders is about 12 million. Of this number, over 90 percent are paid by the 
Treasurer within-10 years, leaving approximately 1 million outstanding after 
that period. 

The number of stale or uncurrent checks cleared through the accounts main- 


tained in the investments branch during the fiscal year 1952 was 123,427, amount- 
ing to $8,355,000. 


APPRAISAL OF THE COMMODITY CREDIT CORPORATION 


Mr. Canrtevp. Mr. Maxwell, you make an appraisal of the Com- 
modity Credit Corporation. What is that? 

Mr. Maxwewx. Under the act of March 8, 1938, the Secretary of the 
Treasury is responsible for determining the amount of appropria- 
tions necessary for restoring to the Commodity Credit Corporation 
any impairment of capital. In other words, if the operation of the 
Commodity Credit Corporation incurs a deficit below its capital of 
$100 million, based on appraisal of the Secretary, an appropriation 
is made in a sufficient amount to restore its capital to that amount. 
The amount which will be reported this year will be a payment of 
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approximately $96 million. The records of the Corporation showed 

that a $14 million additional loss existed, but in our appraisal as of 

June 30 we found that the loss, based upon the requirements of the 

law, would not be the amount carried on their books by around $14 

million, reducing their loss by that amount. This brought the loss 

down to $96 million, an appropriation of which will be required to 
ring their capital back to $100 million. 


LEND-LEASE AND SURPLUS PROPERTY ACCOUNTS 


Mr. Canrrevtp. You account, bill, and collect for lend-lease transfers 
and surplus property sold to foreign governments. You have a re 
port on that? 

Mr. Maxwe wt. I have a report which shows the picture as of Decem 
ber 31, which lists the countries and balances due and past due. 

Mr. Canrietp. Without objection, it will be inserted in the record. 

(The material referred to is as follows:) 
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Mr. Maxwe.t. I might add that some of those items which are 
shown as “Past due” have been paid: for example, amounts due from 
Turkey, Italy, and I believe several others have been paid since that 
statement was prepared. 

Mr. CANFIELD. What are the largest outstanding accounts? 

Mr. Maxwetu. The largest items include France for $644 million 
and the United Kingdom for $650 million. Those are the largest. 
The Soviet Republic has outstanding $240 million. 

Mr. Canrietp. When was the last payment made on that account ? 

Mr. Maxweti. We had a recent payment of around $2 million, 
] believe. 

They paid around $2,800,000 on July 7, 1952, which was applied 
against their past-due billings. 


FOREIGN CURRENCIES 


Mr. Canrrecp. You have to render an accounting for foreign cur- 
rencies. Will you describe that? 

Mr. Maxwew. Yes, sir. Under surplus-property agreements and 
lend-lease agreements we are required to maintain these accounts. 

Mr. Gary. Mr. Chairman, pardon me just at that point. Before 
you go on with this eahtion. I wonder if you would state if that 
payment you referred to was a cash payment or if it was a credit ? 

Mr. Maxwetui. You mean from Russia / 

Mr. Gary. Yes. 

Mr. Maxwe tu. It wasa cash payment. 

Mr. Canrievp. Proceed. 

Mr. Maxwewtu. Under many of these lend-lease agreements and sur 
plus Eeeeee agreements, the Federal sarecenes may exercise an 
option to be paid in foreign currencies in lieu of dollar payments. 
‘These ies ign currencies may be used for sien ational purposes under 
programs which the State Department is authorized to carry out. 
Also, in any agency which receives surplus foreign currency, that is, 
surplus to their own needs under these arrangements or other agree- 
ments—they are required to deposit such currencies in a Treasury 
account maintained se foreign deposit: ries. 

These currencies are then under the control of the Treasury Depart- 
ment, and we sell sian to any agency which might need foreign cur- 
rencies, like the Department of Defense or any others which might 
otherwise have to buy the currency on the marke 2 In the Fiscal] 
\ssistant Secretarys office, we have an individual who takes care of 
hose sales, but the Investments Branch keeps the accounts of those 
foreign currencies. 


PHI PPINE WAR DAMAGE COMMISSION 


Mr. Canrievp. You have charge of the liquidation of the residual 
affairs of the Philippine War Damage Commission. What is the 
status of that? 


Mir. Maxwetyi. That organization was transferred to us over a year 
0 \t the time, we thought there would be only a little work in con 

t because most of their liabilities and obligations had 
( d off: B t deve loped that we get around 200 inquiries a 


lividuals in the Philippines who say that they haven't 
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received checks which were due them or had not received a second 
payment which they thought was due them from the Commission. 
We have to reply to these letters. It means we have to search the 
record in each case to see what the situation is. I think the number 
received monthly now has gone down to about 100. However, we 
still have a backlog of these cases where the check has been reported 
as being forged. Of course, when an individual writes in and says 
that he hasn’t received his check, we take immediate steps to stop pay 
ment on such checks. In many cases, we are able to get the bank i 
Manila to refund the amount if the check has already been paid 
They generally have an endorser on the check to whom they can look 
for payment. We recover the amount from the bank whenever pos 
sible. Then we investigate, as far as possible, to see whether the in 
dividual is the correct payee. That has been done in the past by Mr. 
Banning’s office in Manila. That is the only facility we have over 
there to do that work. This work is in addition to the current cor 
respondence we are receiving from individuals in Manila previously 
described. 
MOTOR CLAIMS COMMISSION 


Mr. Canrietp. How about the Motor Claims Commission ? 

Mr. Maxwe.u. That is practically liquidated. That organization 
was established several years ago. Its headquarters were in Kansas 
City. We received that organization for liquidation this year. It is 
. fairly small organization and I doubt if we have too much work in 
onnection with that organization. 


COMMISSION ON RENOVATION OF THE EXECUTIVE MANSION 


Mr. CaANnFleLbD. The Commission on Renovation of the Executive 
Mansion / 

Mr. Maxwetu. That is on the reconstruction of the White House 
Phat Commission is about.completed, too. There were a few un 
quidated obligations which we took care of. Mr. Smith is the ge 
tleman who takes care of that. If you have no objection, I would 
like him to tell us the status of that organization. 

Mr. Smiru. We took that over in October, and our final re port ha 


en rendered. Appropriate steps have been taken to return all th 
balances to the Tre asury prior to June 30, as there is nothing else left 


' ay 
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NATLONAL SESQUICENTENNIAL COMMISSION 


Mr. Canrrecp. How about the National Sesquicentennial Commis- 
[10n ¢ 

Mr. Smirxn. That Commission was placed in liquidation on Decem 
ber 31. At the present time we are handling correspondence and out 
standing obligations which in most cases are small bills. The General 
\ccounting Office is in the process of making a final audit. That 
‘count will be closed out within the next several months. 

Mr. Canrtetp. Do you have any idea how much will be returned to 

Treasury on that account? 

Mr. Smirx. I can furnish the exact figure, but we have turned back 
1,109,000. It was turned back in July of this year. There is a balance 
ow of some $55,000, most of which will be turned back to the Treasury 
y June 30, 1953. 
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CONSOLIDATION OF ACCOUNTING WORK OF DIVISION OF DISBURSEMENT 


Mr. Canrietp. Mr. Maxwell, Treasury order effective January 4, 
1953, directed the establishment of a Division of Central Accounts, 
bringing together the Division of Dakine and Warrants and the 
Division of Disbursements. Is this order being carried out ? 

Mr. Maxwe.u. Yes, sir. It was a consolidation of the accounting 
work of the Division of Disbursement, not the issuance of checks, but 
only the accounting work of the Division of Disbursement. We are 
progressing on that program, Mr. Chairman, and we hope that it will 
accomplish several good objectives which we feel will improve the 
accounting in the Treasury Department, as well as solve certain prob- 
lems which we have had in the past in trying to get an integration 
of the records of \ _— agencies with the Treasury records. If you 
would like, I will be glad to tell you what we hope to accomplish 

under _ program. 

Mr. Canrievp. Yes. 

Mr. M \XWELL. As you know, there are many documents in transit 
between the Treasury and various Government agencies, such as war- 
rants and vouchers and deposits, and that means that the reports of 
the administrative agencies differ from those of the Treasury because 
of those items in transit which is not only confusing to the individual 
readers who get two sets of figures, but it requires a reconciliation 
between the Treasury’s accounts and other agencies. We hope by 
decentralizing some of our detailed operations to field offices to bring 
our accounting closer in touch to the operations of the agency, thereby 
either eliminating differences in reports or reducing the amount of 
reconciling which the agencies now have to do. There are between 
50 and 60 percent of the appropriation accounts that involve funds 
which are disbursed in field offices and we hope, to that extent, we 
will be able to simplify the accounting procedures for those agencies. 

Then we also want. to improve the accounting in the Treasury itself. 
Under the act of July 31, 1894, the Treasury is required to keep an 
account of all ap propriations and funds for the Government, except 
the postal service. These accounts are used as a basis for preparing 
an annual report to the Congress which we call the Combined State- 
ment of Receipts and Expenditures and Balances, which is required to 
be submitted to Congress on the first day of the session. These figures 
are also used in the budget document to show the actual expenditures 
and receipts for a previous fiscal year. 

We also use these accounts to furnish data for monthly statements 
which we turn over to the Senate Committee on Nonessential Ex 
penditures in the Executive Branch of the Government. We also use 
these figures to make that statement published in the Treasury Daily 
Statement which I mentioned earlier that was requested by the chair 
man of this committee a number of years ago. 

In addition to these accounts, Mr. Banning also keeps accounts for 
each appropriation or fund which he disburses. There are many 
accounts for which, of course, he does not disburse, like the military 
the Army, Navy, and Air Force—which would not be on his books, 
hut are in the records of the Division of Bookkeeping and Warrants 
We hope, to the extent that Mr. Banning’s accounts are similar to thos« 
in the Bookkeeping and Warrants Division, that we can put the two 
sets of accounts together and have one set, thereby eliminating certain 
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elements of dup lication. It should be pointed out that they are not 

exact duplicate accounts since Mr. Banning posts detailed vouchers and 
expenditures on his appropriation accounts whereas those in the Divi- 
sion of Bookkeeping and Warrants are posted from monthly sum 
maries. Mr. Banning has many more detailed accounts right now than 
the Div ision of Bookkeeping and Warrants. But we felt, at least for 
that area, we could consolidate the accounts into one set and thereby 
save a little expense. 


PROVISIONS OF THE BUDGET AND ACCOUNTING PROCEDURES AC! 


We also hope this consolidation will enable us to carry out a couple 
provisions of the Budget and Accounting Procedures Act without 
additional funds. Section 113 of this act requires the head of each 
executive agency to establish and maintain systems of accounting and 
nternal control designed to provide, among other = effective 


control over the accountability of all funds, } property, and other assets 
for which the agency is pees le, including ap copulate internal 
widit. In section 114 (a), it. provides that the Secretary of the Treas 


ury shall prepare such tbat for the information of the President, 
Congress, and the public, as will present the results of the national 
operations of the Government. 

It goes on to say: 

Che Secretary of the Treasury is authorized to estab! 
sury to produce the financial reports required by subsection (a) of this section 


ish the facilities neces 


and further authorizes the Secretary to— 


reorganize the accounting functions and install, revise, and eliminate account 

ing procedures and financial reports of the Treasury Department in order to 
velop effective and coordinated systems of accounting and financial reporting 
the several bureaus and offices of the Department 


ESTIMATED SAVINGS RESULTING FROM CONSOLIDATION 


We had hoped, from this consolidation, to make a better utilization 
of personnel, because we feel we won't require so many employees on 


the detailed accounting. This would permit us to reasslon some of the 
surplus employees to the internal audit ren and to the financial 
porting work. In terms of money we feel i will pro! bably save ap 


proximately $110,000, divided approximately $100,000, in the Division 
of Disbursement appropriation, and $10,000 in the appropriatiol 
“Salaries and expenses, Bureau of Accounts.” We had thought that 

would need a small group of employees, maybe costing around 
$25,000, as inspectors or internal auditors to check up on field oflices to 


ee that they are performing their functions p roper! In Maintaining 
iccounts, ¢ and to see that Rae tee they make to W; ashington are 
agreement with the or » feel th e report should tie in with the 
counting records. This on reduce the money savings down to 


s85,000. Lf further utilization of personnel were made by assignment 
of some of them on internal audit for the whole department a small 
group, to assist the other bureaus in establishing and maintaining an 
nternal audit organization—that would probably take $20,000 more 
from the savings and if we apply some of it to the reporting features, 
i. @. assign people to the financial reporting problems, that weuld 
probably cost around $15,000. So the net result if we made these 
anges would result ina net saving of around $50,000. 


31734 53 7 
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FURTHER CONSOLIDATIONS 


Mr. CAnFieELD. You are carrying a new Division of Deposits and 
Investments and new Division of Central Reports. 

Mr. Maxwe.u. That is under the consolidation. 

Mr. Canrtevp. Is that out of the same order # 

Mr. MaxweE tu. Yes: the same order. That consolidates the old 
section of Surety Bonds and Division of Deposits, and the Division of 
Investments which are now the Division of Deposits and Investments. 

Mr, Canrievp, I think that program will also be gone over. 

Mr. Maxwerv. That brings together items which are more like our 
budget activity classification shown in our budget justification. This 
makes the organization similar to our activities. 


PROCESSING OF INTERNATIONAL CLAIMS 


Mr. Canrtevp. One other question, Mr. Maxwell: What does your 
Bureau have to do with proceessing of international claims! 

Mr. Maxwewtxi. We have a number of instances where the Secretary 
of the Treasury is required to pay out funds which have been paid 
over to the Treasury for the benefit of certain private individuals. 
lor example, there was certain property expropriated by Mexico 
a number of years ago and after agreements made between the re 
spective Governments were completed, Mexico agreed to pay to the 
owners of the land a certain amount in installments, amounting to 
$214 million a year, which we distribute to the claimants. We are 
finding, as time goes on, that the number of claimants increased be 
cause the original claimants have passed on and their heirs multiply, 
so our claimants now in the last few years have just about doubled. 

That is one example. 

We also have another one which is coming up very soon. It is an 
agreement with Germany to cover its external debt. There was an 
agreement sioned In London recently bet ween Germany and other 
countries where Germany owed funds to their nationals outside of 
their country. Somewhat similar to the Mexican agreement. Begin 
ning on April 1, I believe, of this year, they expect to pay $3 million 
which will be distributed to individuals who had claims arising as 
far back as W orld War I. The rest of it will be paid by bonds—serial 
bonds, which will mature every year so that similar disbursements 

ill be made until the final payment is completed. 


INTERNATIONAL CLAIMS COMMISSION 


Mr. Canrrecp. The International Claims Commission is hearing 
claims of American nationals for payment out of $17 million received 
from the Government of Yugoslavia. 

Mr. Maxwetu. That is correct. 

Mr. Canrre.tp, What is the story on that? 

Mr. Maxwetu. Thatisa eee ition where American nationals 
have filed claims for property lost in Yugoslavia during the World 
War and that country has agreed a pay $17 million to make those 
claims good. We handle payment of those claims. The claims are 
first approved by the ’ ommission. I think the Commission has ad- 
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idicated most of their claims and we will be getting them for pay 
ment very soon. 
Mr. Canrtetp. Are there any comments / 


SUBMISSION OF REVISED ESTIMATES 


Mr. Gary. Mr. Maxwell, the figures that we have before us in the 
istifications are the figures as recommended by President Truman. 
Mr. MAxwetu. That is correct. 
Mr. Gary. And you are now working on a revision of those figures. 
Chey may be increased or they may be decreased and when the figures 
, revised you will present them to us. 

Mr. Maxwe vt. I presume that will be correct. These figures were 
aturally prepared and developed prior to this change in organiza 
tion that I just discussed a few minutes ago. We know now that we 
probably have $100,000 in our 2 appropriations which we should 

iake some adjustment for. We didn’t revise these figures because we 
felt this was the way they were presented in the Budget and to you 
ventlemen. So it would be less confusing than if we tried to show 
new figures here. 

But I presume that will be done when we arrive at a final de 
termination on some of these matters. 

Mr. Gary. Then you will come and tell us what your revised 
quests are. 

Mr. Maxwe tu. If that is the wish of the committee, we will be glad 
to do it. 


SAVINGS DUF TO CURRENT COLLECTION OF WITHHELD TAXES 


Mr. Gary. You mentioned a few minutes ago that, by having the 
tax moneys paid into the Treasury sooner than they have been here 
tofore, you would save, as well as I recall, $42 million, figured at the 
low rate of interest or the rate on short-term securities, or S72 mil- 
lion figured at the rate of interest on long-term securities. Now, that 
was computed at the previous rates, was it not ? 

Mr. aren. That was computed in August of last year. 

Mr. Gary. The spread between the rates on the short-term cet 

ficates and the long-term bonds is not as great as that now? 

Mr. Maxweti. That is correct. The short-term rates have gone 


Mr. Gary. The short-term rates have been increased to 214 percent 
ithe long term rates are 21% percent, The vy are the rates at w h cl 
certificates maturing o1 February LD were refinanced ¢ 

Mr. Maxwe.. Just recently. I believe that is correct 


SHARING OF EXPENSES 


Mr. Maxwexu. In connection with that withholding tax. Mr. Garv. 
I would like to add this, if you have no objection, Mr. Chairman | 
ould like to add the fact that the expenses for this activity are 
} Lid 0 percent of it is paid by reimbursement from the old we s ! 


ors’ Insurance trust fund. Under the Social Security Act. the St 
( "1, f rN, . - . s 
tary of the Treasury is managing trustee for that fund and 
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required to determine the amount of expenses expended from the 
various appropriations of the Government on account of this trust 
fund, and transfer such amount from the trust fund back to the gen- 
eral fund. So, under that provision, the general fund is being reim 
bursed for approximately half of those costs for handling these mat 
ters. 


INTEREST RATES INCREASED 


Mr. Gary. Those rates, as well as I remember, on short-term certifi 

‘ates were increased from 17% to 2, , percent, weren *t they ? 

Mr. Maxwe vr. In August, it was 17 percent. 

Mr. Gary. I am talking now about the issue that expired. The 
issue that expired was a 1-year certificate and it carried interest at the 
rate of 17% percent; 94 or 96 percent of them, I believe, were reissued 

1 1-year certificates carrying an interest rate of 214 percent. 

"Mr. MaxwetL. I think your recollection is about ‘right on that. I 
think that is correct, Mr. Gary. 


JOINT ACCOUNTING PROGRAM 


Mr. Gary. I wonder if you can tell us something about the activities 
of the Joint Committee on Accounting. 

Mr. Maxwetu. Yes, sir. Mr. Cake is the gentleman who is in charge 
of that work. That joint program is continuing as in previous years 
and has two major areas; first, for the overall accounting of the Gov 
ernment and second, special problems in connection with Treasury 
activities. If you have no objection, Mr. Chairman, I would like to 
ask Mr. Cake to make a statement on this subject. 

Mr. CanFretp. We would be glad to have Mr. Cake make a state 
ment. 

Mr. Caxe. Mr. Chairman and members of the committee, as Mr. 
Maxwell has indicated, a good deal of my time is devoted to the joint 
accounting improvement program. I think most, if not all, of you 
gentlemen are familiar with the program from testimony at previous 
hearings and from other sources. I will, for the record, say, however. 
it isa program that was launched over 4 years ago by the Comptroller 
General of the United States, the Secretary of the Treasury, and the 
Director of the Budget to pool the efforts of their 3 agencies, which 
might be considered as the 3 central fiseal agencies of the Govern 
ment, to do eve rything possib le in their areas of responsibility to pro 
vide the Congress, the executive branch, and the general public with 
the best kind of financial information that could be derived from good 
accounting. 


ANNUAL JOINT REPORT OF PROGRESS 


As has been done each year, a joint report of progress was pre- 
pared and issued last December. I am pretty sure a copy of that 
report has been made available to your committee. It is quite a 
comprehensive document and contains a lot of information about the 
progress made during the past year under the program. It is not 

attempted in this particular report to go back to the inception of the 
program, because there is so much ground that would have to be 
covered. However, recognizing that there was a new administration 
taking over in the Government and there would be new faces in Con 
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about the program. It was designed primarily for the new top ad 
ministrators and the new Members of Congress to give them in very 
brief form, in question and answer form, information about this pro 
cram. If any of you gentlemen haven't had that document, we will 
be glad to make copies available to all members of the committee. 


eress, we pooled our efforts to produce a very short, concise document 


'REASURY'S PARTICIPATION IN THE PROGRAM 


Phe Treasury's participation in this program runs to practically all 
projects, at least in the form of consultation and meetings and dis 
cussions with the General Accounting Office and the Bureau of the 
Budget jointly. As an example of the type of consultation where 
we do not necessarily have staff assigned, we participated very closely 
with the General Accounting Office in the document that was re 

ised by the Comptroller General last November which, for the first 
Lime that I can recall, prescribes basic principles and standards for 
accounting in the Government. It is a fairly large document. Of 
course, we consulted extensively with the General Accounting Office 
in the preparation of that document. It is particularly important 
from the rec of the Treasury that there was put into that 
decument by the General Accounting Office, accounting standards 
and prine iples which should be consistent with the way our thinking 
is developing in connection with central financial re porting. 

We have participated in other projects of that nature where we 
do not have staff assigned. We have regular weekly meetings; that 
is, the technical working staff does. I participate in those myself. 
We have a monthly meeting with the Fiscal Assistant Secretary vx 
the Treasury. Mr. Frese, who is the ¢ eee General’s top as 
sistant in the accounting field, sits in with us and discusses matters 
of mutual interest. I imagine the interest ‘of the committee here, 
though, would be principally concerned with those projects where 

have staff assigned. We have a relatively small staff—about 16 
yr 17 accountants and technicians at this time. 

The staff’s activities fall into three main areas—the staff of 16 or 
17 technicians I am speaking of now. One is the technical work that 
is done with the bureaus of the Treasury on their own accounting. 
The second area is that in which we are attempting to improve the 
central accounting of the Treasury Department and the central fi- 
nancial reporting system. Mr. Maxwell referred to the reorgani- 
zation of the Bureau of Accounts and the attempt to improve the 
ete appropriation and receipt accounting and cash accounting in 

e Treasury. We have three men assigned full time to that project 
now as well as several men assigned to financial reporting, mearovine 
the central financial reports of the Government. 

The third area is that area in which we participate, with actual 
staff, with the General Accounting Office and the Bureau of the 
Budget in projects that have wide application in the Government or 
re entirély of Governmentwide scope; that is, involving procedures 
that cut across all agencies. I will be glad to mention significant 
projects on which we are engaged. T can mention as many as you 
centlemen care to hear: or a few of the more significant ones in each 
of the three areas, if the chairman and members of the committee 
vish me to do so. 
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Mr. Gary. They are covered in this report more or less. 

Mr. Cake. In the joint progress report, they are mentioned. There 
might be a few smaller ones: that is, in terms of importance, which 
are not listed. 

Mr. Gary. Do you consider the committee is getting satisfactory 
results at the present time / 

Mr. Cake. I certainly do, Mr. Gary. I have always felt so. For 
the expenditure of money in this program on the relatively smal] 
technical staffs, I think that the Government is not only getting full 
benefit in terms of better accounting and more useful financial in 
formation but also in terms of actual money savings. 


HOOVER COMMISSION RECOMMENDATION 


Mr. Gary. The Hoover Commission, as well as I recall, recom 
mended that all of the accounting activities of the Government be 
consolidated under a new office to be created and known as the Ac 
countant General. Instead of that, this policy of the joint commit 
tee, with a representative from the General Accounting Office, a rep- 
resentative from the Bureau of the Budget, and a representative from 
the Treasury Department, was established. Is it your judgment that 
this system is working as well as a system headed by one man known 
as the Accountant General ? 

Mr. Caxe. You are asking for my personal opinion ? 

Mr. Gary. Yes. 

Mr. Cake. Yes, sir, I personally am a believer in this way of doing 
the job. 

Mr. Gary. You think it is better that the other method? 

Mr. Caxe. I do not think it is possible to bring about the Govern- 
mentwide improvements that I think are necessary and desirable 
without a full measure of cooperation and pooling of certain responsi- 
bilies. That cannot be put all in one place. The whole spirit of 
the program is cooperation. I do not think that the other would 
work without full cooperation on the part of the agent of Congress 
and the Bureau of the Budget and Accountant General. 

Mr. Gary. You think you are getting that cooperation from the 
three departments now ¢ 

Mr. Caxer. I have been pretty close to the joint program personally 
and I think we are; yes, sir. I would like to add this, Mr. Gary, if 
you will permit me to do so: that, actually, the objectives of the 
Hoover Commission which are laudable—there is no question about 
it—are exactly the same objectives, as far as producing the accounting 
results are concerned, as the objectives of the joint accounting-improve- 
ment program. 

Mr. Gary. That is what I am asking about. I think the Hoover 
Commission did an excellent job, but I want to know if you feel that 
the objects and purposes which the Hoover Commission sought to 
obtain can be as readily or more readily attained under the system you 
have now ? ° 

Mr. Cake. It is my personal opinion, sir, they can be attained just 
as readily under the present program. 

Mr, Gary. Do you think that you have had the proper coordination 
between the departments and at the same time that you have had all 
of the executive direction that you need from this committee ? 
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Mr. Cake. I think so, Mr. Gary. I will say this, however: I think 
that the joint program, as origin: ally constituted—and this is no fault 
of the founders of it—did have a definite weakness in that it was 
based purely upon a voluntary cooperative arrangement, but the Con- 
gress, very fortunate ‘ly, I think, corrected that deficienc y when it en- 

cted legislation to perpetuate and continue this program as a matter 

f law and, further than that, provided the basic framework in law 
for the improvement of Government accounting. 

Mr. Gary. You are referring to the Accounting and Procedures Act 
of 19504 

Mr. Cake. Yes, sir; I am referring to the Budget and Accounting 
Procedures Act of 1950. 

Mr. Gary. Then you think the setup in that act is all that is neces- 
sary now; that has taken care of the recommendations of the Hoover 
Commission report ¢ 

Mr. Cake. Thus far, those concerned with the program have found 
no need of additional legislation. That is, they have been able to 
work fully and effectively, I think, within the framework of that act 
thus far. 

Mr. Gary. That is all, Mr. Chairman. 

Mr. CANFIELD. Mr. James. 


PROPERTY-ACCOUNTING CONTROL 


Mr. James. One of your subtitles refers to “Property accounting.” 
Now, in reading the text covered under that subtitle, I have to assume 
you are concerned only with real property. Is that correct? 

Mr. Caxr. Mr. James, actually, this is a project that primarily 
concerns the staff of the General Accounting Office. At the time the 
legislation was enacted which created the General Services Adminis- 
tration, I did participate personally in the discussion and drafting of 
that section which related to the Comptroller General’s authority for 
prescribing the principles and standards for property accounting. I 
participated in those discussions. We do not have staffs assigned with 
the General Accounting Office in working with the individual agencies 
of the Government on their property accounting. But I understand, 
from my association with the General Accounting Office, that the 
project relates to all property, both personal and real. Of course, 
there is a point at which a business or the Government might not want 
to go tothe expense of bringing small items of personal property under 
the accounting control ; that is, as we call it, carrying the dollar values 
in a ledger. They would, of course, naturally have it under unit 
inventory control. But this project runs to personal property as well 
as real property. 

Mr. James. I am glad to hear that, because I asked the question for 
a particular reason. I have often wondered whether or not the stated 
cost of operations in certain Government departments and agencies 
reflects a real accounting for depreciation and obsolescence of equip- 
ment and machinery. I think that is a point where study might result 
in some information of great value to the Appropriations Committee, 
because when they need a new machine they come in for a lump-sum 
appropriation to pay for it. We don’t know whether obsolescence or 
depreciation has taken care of any part of the cost of that when costs 
of operations are stated. 
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Mr. Cake. We attempted, Mr. James, in installing the system for 
the Bureau of Engraving and Printing, definitely to take care of that 
problem, and depreciation on plant: machinery and equipment is 
charged in as part of the cost of the production of the products of the 
Bureau. 

Mr. James. That is important to private industry. The Bureau of 
Engraving and Printing and also the Government Printing Office 
costs have some influence on the costs quoted, or quotations given by 
private printing concerns. We often doubt whether they are real 
costs, because sometimes they are far below what any private concern 
could afford to quote. Very often outside printers are asked to quote 
directly to the Public Printer. It is a curious sort of quotation, be- 
cause he often tells you the maximum price you may quote. We 
wonder, sometimes, whether such things as depreciation and obso- 
lescence are calculated into and made part of their cost. 

So, I would say that studies not only with respect to real property 
but to personal property as well is a field in which some work might 
be done with great value to the agencies as well as to the public. 


INVENTORY OF EQUIPMENT AND BUILDINGS 


Mr. Passman. Mr. Chairman, the procedure in accounting in the 
Government, of course, is altogether different than that in private 
business. I often wonder if we have any inventory on assets of the 
Government which we list under gold and silver and securities, be- 
cause we are bound to have tens of billions of dollars of assets such as 
equipment and buildings. 

Mr. Maxweu. The Treasury has complete records on monetary 
assets but not of equipment, land, and buildings under the jurisdiction 
of other agencies. There have been reports made from time to time 
by various committees on the real estate owned by the United States 
which is available to us. The General Services Administration super- 
intends most of the public buildings and keeps a record of these build- 
ings. The General Services Administration has a record of the build- 
ings which it supervises—at least, when that organization was in the 
Treasury, I know they had the cost records. We had a card record 
for each building and the original cost, and that sort of information. 
I presume they still have it. 

Mr. Passman. Those items are definite ly assets, and I wonder if it 
wouldn’t be enlightening if this committee since you are head of that 
part of the Department, could obtain a current list of the assets of the 
Government. Of course, our public debt is continuing to increase. We 
do know that we have certain assets the public is not familiar with. For 
that matter, this committee is not familiar with those assets dealing 
with buildings and possibly all types of equipment. This has a definite 
value; and, if such information is available, I think it would certainly 
be worth while to have it in the record. 

Mr. Maxweuu. Some of that information is available. I doubt if it 
is complete, since not all organizations have a complete statement of 
the cost of the property which they use. The Reclamation Bureau has 
that information ; but, on the other hand, the Park Service—my guess 
is, and we can confirm this—although they will have records showing 
property under its jurisdiction, have accounts on the value of the parks 
and the public lands which they do not administer. 
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(Off-the-record discussion. ) 

Mr. Passman. This is for the record. I am surprised that the 
litferent branches of the Government do not have a record of their 
issets, such as buildings and other equipment the value of which, no 
loubt. runs into tens of billions of dollars. 


ADVANCED ESTIMATES ON INTEREST ON PUBLIC DEBT 


Mr. Canrietp. Mr. Maxwell, how far advanced are your estimates 
made up before they are presented to this committee / 

Mr. Maxwe.u. The initial estimates were made up in September, 
vhich were sent to the Bureau of the Budget shortly thereafter, and we 

ave the revised figures along in October—which date varies a little 
from year to year—but it averages around October that we get them, 
and they are transmitted to you just before the session, or sometimes 
earlier, depending on whether the committee can take care of the 
estimates prior to that time. 

Mr. CanFie.D. The estimates are made up several months in advance 
of presentation to this committee ? 

Mr. Maxwetx. That is correct. 

Mr. Canrrecp. You have in your justification $6,350 million as 
interest on the public debt. I suppose that is based on your old 
estimates ¢ 

Mr. Maxwetu. That iscorrect. That is not the Bureau of Accounts’ 
figure, but it is based on the old estimate. 

Mr. Canrietp. That is the estimate that you work up? 

Mr. Maxwe t. It is made up by the Secretary’s oft e 

Mr. Canrietp. Now, with interest rate on bonds increasing, no 
doubt there will be other bonds refinanced before the end of fiscal year 
1954. Would it not be expected that the interest on the public debt 
would greatly increase because of the high rate of interest increase? 

Mr. Maxwewt. It would increase. How much, I can’t say, because 
it is not in our bailiwick. It is computed by a technical staff in the 
Secretary's office. Undoubtedly, it would increase. 

Mr. Canrrevp. It would increase, naturally, because the interest 
rate on bonds is increasing and many of those bonds have been refi- 
nanced since this estimate, so you would certainly have to reflect that 
in an increase ? 

Mr. Maxwetu. It would be expected that it should increase. 

Mr. Canrtetp. The Treasury Department, like other departments, 
is now in the process of reviewing its 1954 budget estimate in line with 
these new policies and we are considering a number of suggestions 
for possible reduction. I should think that means each department. 
They are reviewing those figures for the purpose of trying to release 
them ? 

Mr. Maxwetu. That is right. 

Mr. Canrtevp. Then, in effect, when we get these revised figures, 
in all probability that will be about the basis we will operate on in the 
future? 

Mr. Maxwetu. For 1954, I presume you are speaking about ? 

Mr. Canrtevp. For 1954, but if your workload remains the same 
for the fiscal year 1955, unless some improvement is made, and it is to 
be expected we will have the same bureau figures to be worked on for 
fiscal year 1954. 
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Mr. Maxwewui. That is correct. That would be the base for the 
succeeding fiscal years. 

Mr. Canrtevp. I asked that question for this reason: We are trying 
to make as many reductions as possible in Congress this year and I 
hoped that when we got this revised budget, it would be en and 
we could consider this in favor of the new President and think of the 
revised budget as President Eisenhower’s budget rather than that of 
Truman. Just for the record, I think we should have an understand- 
ing of whether or not we are reviewing all of the items in all of these 
bills and at least that would be a good item for the future. That is all. 


COST OF CENTRAL ACCOUNTING PROGRAM 


Mr. Vurseti. Mr. Chairman, reference was made by Mr. Gary to 
the recommendations of the Hoover Commission on this central : 
counting. I would like to ask Mr. Cake if he feels that the salted 
program of cooperation in central accounting, assuming that it is 
reaching the goal looked to by the Commission, would it be more 
expensive or less or about the same? That is, other than setting up 
a separate agency in the Government ? 

Mr. Cake. It has always been my personal opinion—I have been 
working in the Government for over 36 years now—that there is a lot 
of money spent on accounting. There is enough spent for the Federal 
Government to have the finest accounting system in the world. In 
certain places, it is more expensive to adopt a better accounting 
method to get better results. In the long run, it probably Saves money 
by better management. It may also have an effect on saving money 
elsewhere. I mean by that the changes in procedures that are govern- 
— have an effect on economy that is almost impossible to put 
in dollars and cents. But to answer your question categorically, I 
et ainly think the Government should not have to spend more money 
overall to have better accounting. 

Mr. Vursetxu. My purpose in asking the question was, as is obvious, 
that IT had in mind that probably by working the thing out the way 
you are working it out it would effect some real economy, rather 
than setting up another agency. I find myself rather in favor of the 
way you are going at it and I think Mr. Gary does. That is all. 


COUNTERFEIT CHECKS 


Mr. Sreminskr. I read where some Export-Import Bank checks, 
recently uncovered in Spain, were reported to have been counterfeit. 
Have you had any check counterfeiting turn up worth mentioning ? 

Mr. Banninc. About 2 years ago we had considerable counterfeit 
checks in Manila. The Secret Service was sent out there and these 
checks were investigated. The people were apprehended. I believe 
some information came to me about 3 months ago that there was some 
counterfeiting going on in Spain with regard to checks. They are 
issued by the United States disbursing officer over there under the 
Department of State, which operates under my technical direction. 
I believe that has always been satisfactorily handled. 

Mr. Stemrnsxt. On this subversion approach. asuming that the 
Reds want more money, is your department dogging the raising and 
counterfeiting of checks here? 

Mr. Bannrtna. I think they are. 
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UNREPORTED ASSETS OF THE UNITED STATES GOVERNMENT 


Mr. Sreminski. I think that Mr. Passman’s view on assets is well 
taken. In our Bureau of Customs we capture and store a lot of 
smuggled goods, like diamonds. After such goods are sold at auc 

on, the money is turned in to the Treasury. Unauctioned contra 

band is an asset, In a sense. Yet I don’t think it is so listed. Sub 
versives could honeycomb our contraband stockpiles and pilfer them. 
Money thus derived could add to their war chest. We should give 
this careful study. 

Another reason that compels me to support Mr. Passman in his 
approach on assets is the unlisted volume and value of our facilities, 
like power projects, schools and housing. Are schools like West Point 
and Annapolis listed in our reports as assets’ Think of all the things 
we own, things which have a cash value. Rarely do they crop up 
In any discussions of our financial position. I suppose this is because 
the inherent nature of Government with money is to spend it for the 

eeds of the Nation. Whereas business spends it for profit, imme 

late ly ascertainable. Some peop le say we are worth a trillion dollars 
net, and that our national debt of some $268 billion with an interest 

ite yearly of about $6 billion isn’t too alarming. Population is grow- 
no, aad with it needs mount. Talk of our debt and the interest on it 
rarely considers these factors, no less the assets of our Government, 
issets with an immediate cash convertibility. 

Thus, whatever you can do to sparkle our assets will help us, I 
believe, legislate with the assurance that our evaluations are 
reasonable. 

Mr. Chairman, heaven forbid, but one day we might have a foreign 
power occupying the United States. Without a knowledge of our 

ets, by list and value, our people would be in an extremely disad- 
vantageous position negotiating with an occupational force. Euro 
pean and Asiatic governments read us chapter and verse on this, 
during and after the recent war. 


CONFISCATED DIAMONDS 


Mr. Gary. Mr. Chairman, I would like to ask one other question. 
(re we still holding those diamonds that we examined a vear ago? 

Mr. Maxweui. The Treasury / 

Mr. Gary. Yes. 

Mr. Maxweti. They have a number of old articles which have been 
cccumulated over a period of time. I don’t recall without looking if 
p whether they have those particular diamonds or not. A few years 
ago, we did transmit some of the valuables to what was then the Pro 
curement Division for public sale. But I have no information on the 
ones you are referring to. I couldn’t say offhand. 

Mr. Gary. We saw about a half million ne worth of diamonds, 
vhich the (‘ustoms had confiscated. The were locked up in a vault, 
Down in the vault they are doing el any good. Some of them 
were commerc ial dis umonds and othe rs were s how di: umonds. l see ho 
reason why the Government shouldn't clispose of those diamonds and 
put the money into the Treasury. 

Mr. Maxwewu. Mr. Gary, ordinarily articles seized by customs 
agents are sold at public auction after a certain period of time and the 
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Treasury Department does get the benefit, the proceeds are put into 
the Treasury. With respect to the items you mentioned, I do not have 
the answer. 

Mr. Gary. They may be still holding them as evidence. They were 
holding them as evidence pending the trial of the smugglers who had 
brought them in. I am just reminded that they are under the juris- 
diction of GSA. I don’t think they ought to be held indefinitely. I 
am not charging that they are. I was simply asking for information. 

Mr. Canrievtp. Mr. Maxwell, does the Treasury Department have 
listed and classified valued articles other than moneys held in the 
Treasury vaults / 

Mr. Maxwett. No. The only information we get on other valuables 
is in case there are shipments made under the Government Loss and 
Shipments Act. We get reports on those shipments, but that is the 
only information we get on that sort of thing. 


WEDNESDAY, APRIL 22, 1953 
BUREAU OF ACCOUNTS 


WITNESSES 


. W. MAXWELL, COMMISSIONER OF ACCOUNTS 
D. BANNING, CHIEF DISBURSING OFFICER 

O, BRYANT, ASSISTANT DISBURSING OFFICER 
E. SMITH, BUDGET OFFICER 


wan py 


SALARIES AND ExpENSES 


Analysis of reductions recommended in 1954 budget estimates 


1954 revised budget 





1954 printed budget Reductions catimates 
Act 
A vera Amount A a Amount Averag Amount 
positions positions positions 
1. Proce ng de ld 
Btax payments £0 $793, 599 $15. 100 3 0 $778, 499 
2. Fina 1 re ng and l 
te ( ern! 
‘ ) R5 909 10.0 41, 500 95.0 43, 709 
Deve id it 
1 £ 
tems %.9 202. 820 2.0 12, 000 24.9 190, 820 
4. Processing investment loa 
claims, collections, and surety 
bonds 40.7 175, 314 3.0 11, 700 7.7 163, 614 
5.BSupervision of the Federal depos 
itary system 21.4 108, 671 3.0 12, 700 18. 4 95, 971 
6. Executive direction 20. 0 134, 387 1.0 7, 000 19.0 127, 387 


lotal 217.0 2, 000, 000 19.0 100, 000 198.0 1, 900, 000 
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EXPLANATION OF REDUCTIONS 


ocks 
» Financial reporting and maintenance of the Government’s central ac 
ngs applicable to establishment of central accounts ($13,500) : delay 
{ audit of old suspense accounts ($9,900); discontinuance of preparation of 
ign currency tables, tables for Moody’s Manual, cash expenditures abroad and 
her statements ($13,300); and reduction of inventories ($4,800 
Developme nl and enstallation of acco inti ng and re po ting systems 


taff and clerical assistance for projects for improving accounting and reporting 


l P ocessing dé pos ts of withheld tas pa yments Estimated reductions in cost 
handling and in volume of withheld tax payments ($7,000). Reduction of 
of depositary receipts and envelopes in Federal Reserve banks ($8,100 


ounts 


im review 





3 Decrease 


1 internal audits and also curtailment of travel. 


1. Processing investments, loans, claims, collections and surety bonds Delay 
essing of claims and surety bonds 

Supervision of Federal depositary sustem Discontinue analyses of re port 
im depositaries and curtailing travel. 
6. Executive direction Reduction of executive direction 
nalusis of reductions recommended in 1954 6 wget estimates, by object classification 


direct oblia wions only 


N54 | w4 
Object cl n pr Re ( I t 
bud I 
ervices 
Permanent positions $1 1, 108 $76, 100 $978, OOR 
Regular pay in exce f 52-week base Qu ) 
twork differential 1, 800 Sun 
Pot il personal Services 1. O59. 900 76, 100 mS. ROO 
r OOO 1 OK uM 
tation of thing 1, OO 1 On 
inication services 8. 500 8, SOK 
1 utility service Wy WM 
ind reproduction 0, OO« 1, 400 140. 6K 
tractual services 000 500 00 
| hbursement to Federal Reserve banks 24. (MM r OOO 717. OM 
i mater & 100 2, OOK " 
é uo M 
ind sessment AO <M 
I ypr ect ite 2 “ « Mi 1. o My 


Mr. CANFreLp. The next appropriation title is ‘Salaries and ex 
enses, Bureau of Accounts.” The Truman budget called for an 
amount of $2 million with 217 average positions. The revised budget 
alls for an amount of $1,900,000, with 198 average positions, ther: 
wing a reduction of $100,000 and 19 positions. 

We have before us Mr. R. W. Maxwell, Mr. P. D. Banning, Mr 
C. QO. Bryant, and Mr. R. E. Smith. 


REDUCTIONS PROPOSED UNDER REVISED BUDGET 


Mr. Maxwell, will you be good enough at this time to tell us about 
these reductions? 

Mir. Maxwe tu. I will be glad to explain these reductions over the 
original estimates and also, at an appropriate time, I should like to 
present a request for a change in language in our appropriation. 
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The 1954 estimates were originally prepared in August 1952 and 
then presented to the Bureau of the Budget in September of 1952 
Since that time we have had a change of our organization, which 
explained at our last hearing. We are also in the process of installing 
revised procedures, and we are also considering new procedures fo1 
our Bureau. 

Also, we have the benefit of more recent figures on volume. After 
taking these things into consideration, upon a further review of the 
budget last February, and by taking other actions, such as a reduc- 
tion of inventories and stocks of depositary receipts and envelopes, 
the discontinuance of certain financial reports which had heretofore 
been required, curtailment of travel, and a reduction of the intensity 
of the analysis of certain reports from depositary banks, we feel that 
we can safely reduce the appropriation by $100,000. 

However, that means that we are taking certain risks. As you 
gentlemen know, the Bureau of Accounts is mostly a service organiza- 
tion. We cannot control the volume of work, so that if we made a 
mistake in estimating our volume, we may have difficulties. Also it is 
possible that the potential savings which we have estimated in some 
of these changes in procedure may not be realized. But in any event 
we expect to do our best and I think we will be able to make out 
under the reduced appropriation. 

This reduction, as you indicated, reduces our force to 198 em- 
ployees. We have applied $76,100 of the reduction to personal 
services. That will reduce our force to a figure which is below the 
number we had in 1940 when we had a much smaller volume of work 
than we now have. In 1940 we had 150 regular employees on the 
regular roll plus 61 emergency relief employees doing regular work, a 
total of 211 employees. 

Nonpersonal services will be reduced by $23,900 and that is applied 
$4,000 to travel, $9,400 to printing and reproduction, $1,500 to other 
contractual services, $7,000 to reimbursement of Federal Reserve 
banks, and $2,000 to supa s and materials. 

Generally that covers our picture of the reductions in our appro- 
priation, and, if it is appropriate at this time, I would like to mention 
our request for a change of language. 

Mr, Canrietp. Before you do that, let me say this. Secretary 
Humphrey has told us that these figures have been reviewed and re- 
reviewed and he believes you are being supplied with adequate funds 
to carry out your mission. That is your fee ling? 

Mr. Maxwe tt. I think we can do it. We may have a tight 
squeeze, but we certainly cannot do it unless we try. 

Mr. Canrretp. Mr. Gary. 

Mr. Gary. Mr. Chairman, it looks as though the Department has 
cut off what this committee would have cut off, if they had left it 
to us. I think they have been trying to anticipate us. 

Mr. Canrietp. They have “stolen” our thunder on a couple of 
items, that is true. 

Mr. Gary. That is all. 

Mr. Passman. You have mentioned one reduction here, reduction of 
stocks of depositary receipts and envelopes in Federal Reserve banks, 
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$8,100. Does that mean that you are merely reducing the inventory 
and you will later have to replace it? 

Mr. Maxwe.u. That is right. The time required for deliveries 
affects our inventory; if the time taken to get an order delivered takes 
6 months, that means that we have got to place our order 6 months 
ahead and obligate our funds in advance. But as the time for delivery 
is reduced, we can reduce inventories and we feel we will be getting 
better deliveries now than we originally anticipated. 

Mr. Passman. That does not mean there will be any real savings 
there. It is a question of carrying a smaller inventory. 

Mr. Maxwe tu. That is right. We will have to have the same 
number irrespective of whether we get earlier deliveries or later 
deliveries. 

Mr. PassmMan. What was your appropriation for the present 
fiscal year? 

Mr. Maxwetu. $2 million, sir. 

Mr. Passman. And you were asking for $2 million in the Truman 
budget? 

Mr. Maxwe tu. That is correct, sir. We asked for the same 
amount. 

Mr. Passman. I think we may refer to the revised figures as the 
Eisenhower budget? 

Mr. MaxweE ut. | presume so, sir. 

Mr. Passman. Have you asked for any supplemental appropria- 
tions in the past 5 vears? . 

Mr. Maxwe tt. I| believe we had a change in our depositary-re- 
ceipts procedure for social security so that we asked for a supplemental 
in 1950; also one in 1947. There were also several supplementals in 
connection with pay increases. 

Mr. Passman. But barring any mandatory salary increases by 
law, you expect to operate your office on this appropriation for the 
fiscal year 1954? 

Mr. Maxwe nu. That is correct, sir. 

Mr. Passman. And if you should get into a jam on this inventory 
item to which you have referred, what would you do about that? 

Mr. MAaxwe.i. You mean in case we have an increase in volume? 

Mr. Passman. I am referring to this $8,100 item. 

Mr. Maxwe tt. If deliveries were delayed we would have to place 
orders earlier in order to get the supplies, and we would have to find 
other means of doing it, because that is something we would have to 
take care of. We might have to drop some person temporarily in 
order to take care of it for the moment. 

Mr. Passman. When did you discover that you would have an 
improved delivery situation so that you could effect those savings? 

Mr. Maxweti. The review was made in February. Also during 
the last hearings, you may recall, mention was made of an order of the 
Secretary, issued after a study in cooperation with the General 
Accounting Office, to implement the provisions of the Budget and 
Accounting Procedures Act, and we proposed to effect a consolidation 
of our accounting work in the Bureau between the Division of Dis- 
bursement and our own Bureau. We expect to save in that arrange- 
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ment as between the 2 appropriations approximately $100,000, and 
roughly 10 percent would be applicable to this appropriation and the 
balance to ‘Salaries and expenses, Division of Disbursement. 

These have all occurred since we made these original estimates in 
September 1952. In fact, we had to get our preliminary figures fo: 
the budget back in May, and a great ‘deal has developed within the 
last several months. 

Mr. PassMan. That is all, Mr. Chairman. 


PROPOSED CHANGE IN LANGUAGE 


Mr. Canrietp. Mr. Maxwell, you have a statement to make on a 
proposed change in language? 

Mr. Maxwe.t. Yes, sir. Mr. Chairman, I might give a little 
background on this request. The Bureau of Internal Revenue, at the 
present time, is requiring approximately 665,000 firms and concerns 
to pay excise taxes by using monthly returns. They propose and ex- 
pect on July 1 to go to a quarterly return which means a reduction in 
their Bureau of two-thirds of the returns handled. However, we would 
also continue the monthly payments by use of the depositary receipts 
procedure which we now use for withheld taxes. This means = at the 
Bureau of Internal Revenue expects to save approximately $1,350,000 
by going to this new procedure as against approximately $65 ‘000 addi- 
tional cost to the Bureau of Accounts. The appropriation, “‘Salaries 
and expenses, Bureau of Accounts,” gives us authority only to use the 
depositary tax procedure for withheld taxes, so that in order to accom- 
plis this purpose and apply it to excise taxes, we would have to strike 
out the word ‘‘withheld”’ from our appropriation language. 

I might mention how we propose to take care of the $65,000 addi- 
tional cost. We do not expect to come up for a supplemental on that 
particular item. We conceived this plan which we have discussed 
with the Bureau of the Budget and in which they concur. We propose 
to take approximately $40,000 of funds in this current fiscal year and 
purchase a stock of supplies for depositary receipts and envelopes, 
which we would ordinarily buy next vear, and by so doing, that would 
make an equivalent amount available in our 1954 funds for reimbursing 
the Federal Reserve banks for the additional costs which will be 
involved in connection with this increase of approximately 500,000 
additional depositary receipts during the year. 

That is the general picture of that proposal. I have a letter here, 
Mr. Chairman, which is addressed to Mr. Taber, from the Acting 
Secretary, Mr. Folsom, which makes this request. 

Mr. Canrie.tp. This letter is dated April 21, 1953, addressed to \[r. 
Taber and signed by Mr. M. B. Folsom, Acting Secretary of the 
Treasury. 

ApriL 21, 1953. 
Hon. Jonn Taser, 


Chairman, Committee on Appropriations, 
House of Re presentatives, Washington, dD. ¢ 
My Dear Mr. Taser: Beginning July 1, 1953, the Bureau of Internal Revenue 
will change its requirements for filing excise-tax returns from monthly to quar- 
terly, which will result in an annual savings of $1,350,000 in the administrative 
expenses of that Bureau. To continue monthly collections for such taxes, it will 
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necessary to delete the word ‘‘withheld”’ from the language of the appropriatio1 
Salaries and expenses, Bureau of Accounts, Treasury Department, 1954.’ 

In order to avoid the necessity of a supplemental appropriation of approx 

ately $65,000 to cover the cost of processing 500,000 additional depositary 

eipts under this change, it is proposed to use about $40,000 of the funds avail- 
ble in 1953 to purchase depositary receipts and envelopes for use during the 
scal year 1954. The funds now included in the 1954 budget estimate for depos- 
iry receipts and envelopes can then be used to offset in part the additional 
eimbursement to the banks during the fiscal year 1954. The remainder of the 
$65,000 required for this program must be obtained by economies not foreseeabk 
it this time. 

For the fiseal year 1955, it will be necessary to request additional funds for the 

rchase of depositary receipts and envelopes, not included in the base for 1954 

The Bureau of the Budget concurs in the proposed method of meetir y the 

iation and I would appreciate your reaction as soon as possible 

Very truly yours, 
M. B. Fousom, 


Acting Secretary of the Treasu 

Mr. Canrretp. Mr. Maxwell, have the $40,000 in current funds to 
ise for this purpose? 

Mr. Maxwett. Yes, sir. We will have approximately $40,000 
for this year which will not be needed for other purposes. What 
we are doing is to get ready for the $100,000 reduction next vear 
We are dropping people—not filling vacancies—so by June we will 
have those funds available 


NUMBER OF EMPLOYEES 


Mr. Vursevu. | am trying to determine from this first paragraph 
with reference to the Bureau of Internal Revenue whether you will 
have less employees or more employees. I cannot determine that 


by looking at the number of average positions. 

Mr. Maxwet.. So far as the Bureau of Accounts is concerned, 
we will have no more or less employees under this proposal. It 
will not affect the number of employees in our Bureau. — It yshould 
have an effect in the Bureau of Internal Revenue 


POSSIBLE ADDITIONAL WORKLOAD 


Mr. Chairman, I would like to mention one more thing, if you 
lave no objection. This depository receipt matter is an illustration 
of the kind of thing which the Bureau is constantly being confronted 
vith—new activities or expanded activities—and there seems to be 

strong probability that the Treasury Department will be asked to 
liquidate the fiscal matters of the Office of Price Stabilization and 
other components of the Economic Stabilization Agency 

We have also discussed this with the Bureau of the Budget, but 
we see ho means whereby the Bureau of Accounts can absorb that 
particular activity. So | think the Bureau of the Budget now is 
trying to find means of financing the liquidation after June 30. It 
may be, if it is transferred to the Treasury and the Bureau of A 
counts is given that work, and there are no other means of financing, 
that we may have to come up to your committee again for funds 
It has not yet developed as to how this matter is to be worked out. 

Mr. Canrrevp. I am sure that is understood. 
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DIVISION OF DISBURSEMENT 


WITNESSES 


R. W. MAXWELL, COMMISSIONER OF ACCOUNTS 

P. D. BANNING, CHIEF DISBURSING OFFICER 

Cc. 0. BRYANT, ASSISTANT CHIEF DISBURSING OFFICER 
F. CANNON, ASSISTANT CHIEF DISBURSING OFFICER 
E. SMITH, BUDGET OFFICER 


yo 


SALARIES AND EXPENSES 
imounts available for obligation 


1952 actual 1953 estimate | 1954 estimate 
$11, 500, 000 $12, 200, 000 $12, 065, 00 
) g ex] i | rd, pu 
Law 750, 000 
4 isted appropriatior . it 12, 250, 000 12, 200, 000 | 12, 065, 00 
627, 197 667, 782 681, 408 
12, 877, 197 12, 867, 782 12, 746, 408 
104, 448 203, OOO 
( 2, 682, 749 2, 664, 782 12, 746, 4 


Obligations by activities 


Descript 952 actual | 1953 estimate | 1954 estimat 
D oO 

$11, 729, 368 $11, 670, 772 $11, 738, 7 
326, 184 326, 228 326, 228 

12, 055, 552 11, 997, 000 12, 065, 00) 

) } Out of I is F Ot 
i 

2 7 667, 782 681, 408 
12, 632, 749 2, 664, 782 12, 746, 408 
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Obligations by objects 


























Object classification 1952 actt 1953 est ate | 1954 est ate 
Summary of Personal Services 
I i] imber of permanent positions $2, 902 $2, 818 $2. &O 
1e € lent of all other positions 174 193 LN 
A verage nu of all employees 2, 932 2, 878 2 O4 
A verage Salaries and grades 
teneral schedule grades 
A verage Salary $3, 351 $3, 418 $3, 46 
A verage grade GS-3.3 Gs } G 
} nal service obligations 
Permanent positions $Y $9, 195, 429 $9. 399, 2A 
Part-time and temporary positions 9, 0O8 1 
I ular pay in excess of 52-week base 0 2 
P nent aboyv rates 15, ¢ 44, 585 44, 408 
P f to encies for reimbursable detail 12 
Total personal service obligations » 906. 760 ) 812. 554 9. 994. 887 
Direct Obligations 
| il servic ), 427. 279 ) s Ri ) 487.4 
5, 619 4, 10K 14 
ortat thir 109, 032 113, 800 Hn 
Co unication service 19, 932 800 2 7K 
| t 1 utility service 
ut - - ~ 
Equ ‘ § G28 X 
| i ] y t ‘ t 
I } ( bl k 19.4 494.419 Nf 
oO tractual ( 243 0 69. 60K 
8 ind mate 4, 524 ‘ { 
) Equipment 4 8 600) 7 
| d | el ¢ 
r ‘ t 0) { 
otal direct obligations 2,0, 52 l 107. OOO 12. OF 
OF ¢ | thle Out of F I ¢ 
From Other A ts 
rsonal service 179, 48 198, H88 , 
2 ‘ Wy ny 
7 S 6, 203 2K { 
{ ‘ R4 2K 0M 
s, 141 20), GOO 9 
Printing and reproductior 655 7, O36 S14 
Purchase of blank check 27.739 29 ¢ 
Other contractual service , 712 1 300 1 4f) 
8 Supplies and materials 60, 563 72, 094 4 23 
Equipment 2 0) 1, 401 21, 40% 
Refund I nities 4 
lane 1, 206 00 1. iY 
Total obligations payable out of reimbursement 
from other accounts 627, 197 667, 782 681, 408 


Obligations incurred 12, 682, 749 12, 664, 782 12, 746, 408 
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Analysis of expenditures 


1952 actual 1953 estimate | 1954 estimate 








Unliquidated obligatior tart of vear $1, 565, 512 $1, $1, 588, OOK 
Obligations incurred dur the yea 12, 682, 749 12. 12, 746, 408 
14, 241, 155 14, 334, 408 
gat 667, 782 681, 408 
r 1 ot f I ears 
{ juldate bl end year 1, 588, 000 1, 350, 7 
Potal expenditures 11, 985, 373 12, 302, 2 

Expenditures are distributed as follow 
Out of current auth ition 10, 503, 680 10, 409, 000 10, 714, 250 
O prior authorizations 1, 515, 227 1, 576, 373 1, 588, OOK 


JUSTIFICATION OF THE ESTIMATES 


Mr. Canrietp. We will now take up the item of “Salaries and ex 
penses, Division of Disbursement.” The justification will be inserted 
in the record at this point. 

(The material referred to is as follows:) 


Analysis of appropriation haxc for fiscal year 1954 


Regular appropriation, 1953 act__- $12, 200, 000 
Supplemental appropriation for 1953 6 








Total appropriation, 1953 12, 200, 000 
Reductions 
1. Processing payments and collections $457, 705 
Adjustment in base (net) ‘ 457, TOD 
Appropriation base for 1954 11, 742, 295 
Increase over appropriation base for 1954 322, TO5 
Appropriation estimate for 1954 ‘ 12, 065, 000 
Increase or decrease from total appropriation, 19535 135, 0OO 
Comme n ] opriation base th appropriation estimate for 194 
ropriation t ppropriation es 
f 1s . MI der ot 4 a Increase or deers 
b etivit id 
A verage ae A veragt Me P A verage _ : 
sirens A mou positions A moun positions A moun 
| 
} Ty | 
630 1$11. 416. OF 2 709 1$11. 738. 772 79 | $322, 7( 
] & 396, 228 85 326, 228 
2, 71 Ll 2, 794 2, 065, 000 79 +322, 70: 
A ’ 1 15 457, 70 
nriat n estil te ) ‘ 2? 730 12, 200, 000 2 794 12, 065, 000 +64 135, 006 


GENERAL STATEMENT 
} ‘rie tions 
The Division of Disbursement is responsible for disbursing moneys of all 
departments except the Military Establishment, postal service, and certain cor- 
porations. Its functions include: (1) Disbursing from appropriated,.trust, and 
special deposit funds (31 U. S. C. 492); (2) receiving and depositing collections 
of departments with certain exceptions (31 U. S. C. 495); (8) issuing substitute 
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ecks for all disbursing officers of the United States Government (31 U.S. C 
s): (4) disbursing certified claims; (5) issuing United States savings bonds 


nder the Government payroll savings plan (381 U. 8S. C. 757); (6) preparing 
yuuchers for periodic payments from addressograph plates; and (7) preparing 
vrolls from addressograph plates for check and cash payments to employees 
() anization 
Che organization consists of a Washington office and 25 regional offices In 
ddition to the activities, payments are also made by delegation through 1,634 
assistant disbursing officers, disbursing clerks, and agent cashiers, who are em 
ployees of other agencies, but who in making payments function under the dire 
on of the Division of Disbursement For the most part agent cashiers are 
cated at Government stations, hospitals, penal institutions, and field locations 
where on-the-spot cash payments and collections must be made (e. ¢., payment 
nd collection on account of the veterans patients’ fund, Federal prisoners 


i, etc.) 
SUMMARY ESTIMATES BY ACTIVITIES 
the Division of Disbursement has two principal activities (1) Processing 
iviments and collections, and (2) issuing savings bonds under the Federal pay 
| savings plan For classification by major categories, the processing of 


iyments and collections is analyzed under five headings: Veterans payments, 
tional service life-insurance dividend payments, social-security payments 
ncome-tax refunds, and payments for all other administrative agencies The 
lowing table reflects the workload and cost for the fiscal years 1953 and 1954 


I 





1953 appropriation 19544 estimate 
Act ty 
Items Cost Items ( t 
rocessing payments and collections 
Veterans’ Administration, regular 69, 870, 000 $4, 809, 980 70, 370, 000 $4, 728, 24 
h) Refunds on national service life in 
surance 4 400, 000 200, 378 4, 000, 000 1X2. 1¢ 
Social Security Administration 56, 838, 000 3, 179, 24¢ 64, 035, O01 44¢ 
d) Income-tax refunds 31,814, 000 1, 569, 832 30, 500, OO 1. 503. 480 
ée) Other administrative agencies 24, 983, 000 1, 911, 336 24, 887, 500 1, 878, 680 
Subtotal 187, 905, 000 11, 670, 772 193, 792, 50¢ 11, 738, 772 
] ance of savings bonds 2, 500, 000 326, 22 2, 500, OOF $26, 228 
Grand total 190, 405, 000 11, 997. 000 196, 292, 500 12. 065. 000 


Volume of work.—In order that the volume of work for 1953 and 1954 may be 
compared with prior years, there follows a table showing the number of items 
for all categories handled during the 9 years, 1944 through 1953, and the antici- 
pated number for the fiscal years 1953 and 1954. In submitting its appropriation 
requirements, the Division uses the estimated work statements submitted by the 
agencies served. To insure accuracy, the figures obtained have been analyzed in 
the light of present trends, legislation affecting activities, and other factors. 

The table shows for each fiscal year, the number of items processed with funds 
directly appropriated to the Division, and the number of items applicable to 
funds transferred from those agencies which Congress has authorized reimburse 
ment to be made, the Railroad Retirement Board (a program paid from the 
railroad workers’ trust fund), and Department of Agriculture for conservation 
and use of agricultural land resources. 
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Work volume by years 
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DETERMINATION AND APPLICATION OF UNIT COST 


Unit costs vary among the different activities served, depending on the type 

voucher (i. e., typed, addressograph, or transfer posted), volume of work 

d amount of service required. All appropriation estimates are based on actual 

t for activities as reflected in standard cost-accounting records As in in 

istry, the cost includes direct labor, overhead, and materials. Performance 

the civilian disbursing function by a single ageney reduces indirect costs 
verhead, supervision, and administrative expenses). The large volume 
ndled under such arrangement enables a high degree of specialization of tasks 
vell as extending the use of labor-saving devices for mass production 

Each year the appropriation requirements are computed by applying the unit 

for the preceding year to the number of items reported by the agencies 
erved. As the cost-accounting records are maintained by specific categories for 
hich the respective unit costs are determined, the appropriation estimates can 
ow both the specific and the overall average unit cost. This method of pres 
tation enables a review of individual cost by agencies served and also the 
tal cost for all activities 

For the fiscal year 1952 the Division handled a total of 188,445,395 items appli 

le to appropriated funds at a cost of $12,055,552. In that year it was origi 

vy estimated that the unit cost would be $0.0655 As a result of management 

provements this unit cost was reduced to $0.0640. The program for 1952 

luded extension of the transfer posting method of preparing checks for soci 

urity initial benefits, civil-service retirement funds. Farmers Home Admin 
ration loans, Federal housing rental refunds, and certain salary payments; 
nstallation of additional microfilm equipment for use in lieu of check copies 
plification of the bond-issuance procedure; use of additional improved ad 
dressograph equipment (model 9300); shipping of vouchers to Federal record 
enters by truck in lieu of postal and express: improved filing equipment and 
ng systems; conservation of paper: disposal of records to the National 
Archives, and other improvements. In all categories the savings for 1952 
rmounted to $364,059. This amount, however, was offset in part by increased 
ork volume, increased cost of salaries resulting from Public Law 201, 82d Con 
gress, over the amount appropriated and periodic within-grade promotions. Th 
et savings, nevertheless, turned back to the Treasury for 1952 as unobligated 
balances amounted to $194,448. 

For the fiscal year 1953 the Division will be called upon to handle 190,405,000 
tems applicable to appropriated funds. The average unit cost will be $0.0630 
In computing this rate, the Division projected the 1952 unit cost reduced by (a) 
the savings resulting from management improvements, and also (0) additional 
savings on an annual basis from the graduated-leave plan under Public Law 233 
S2d Congress. The average unit cost of $0.0630 for 190,405,000 items amounts 
to $11,997,000. 

For the fiscal year 1954, the average unit cost will be $0.0615 per item. The 
rate has been calculated by using, as a base, the 1953 rate of $0.0630 and then 
reducing the same for anticipated savings resulting from the extension in 1954 
of the combination voucher schedule, the installation of additional model 9800 
addressograph machines, and a reduction of $202,000 under the amount ap- 
propriated for the purchase of equipment in 1953 Since the volume of Work 
to be performed during the fiscal year 1954, as reported by the agencies, calls 
for processing 196,292,500 items applicable to appropriated funds compared 
to 190,405,000 in 1953, the appropriation requirement is $12,065,000 


INCREASE OVER APPROPRIATION BASE FOR 1954 (SCHEDULE A 


The increase from the appropriation base for 1%)4 is necessitated because 
if a greater work load. 


1, Processing payments and collections: 


Appropriation base for 1954___- $11, 416, 067 
Appropriation estimate for 1954 a 11, 738, 772 
Increase over base______- eee 822 705 


This increase is attributable to the additional workload incident to making 
payments for the veterans’ pension, veterans’ compensation and subsistence, 
ind social-security benefits 
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Work volume and cost by object of ex pe nditure 


Apocenr! i- Estimate, Decrease 

( vase f 

i “oe” 1954 increase (-+ 

Personal service $8, 972, 040 $9, 198, 204 + $226, 254 

Senna eaeesens 2, 444, 027 2, 540, 478 +-96, 4 
Potal cost 11, 416, 067 11, 738, 772 +322, 7 

Suinher of ites 187, 905,000 | 193, 792, 500 +5, 887, 5 


INCREASED WORK VOLUME FOR ACTIVITIES 


The additional volume is attributable to an increase in social-security and 
veterans payments, with slight decreases for income tax refunds and othe! 
administrative agencies. For the fiscal year 1954, the workload will amount to 
196,292,500 items compared with 190,405,000 for 1953, an increase of 5,887,500 
items. The additional number of items may be summarized as follows: 


Re asons for increase 


Increase 1954 over 1954 bass 








Items Cost 
Processing payments and colleetion 
Veterans’ Administration, regular +500, 900 +-$25, 59 
Refunds on national service life insurance 400, 000 —138, 
Social Security Administration +-7, 197, 000 +392, 
Income tax refund 1, 314, 000 — 6, 3 
¢) Other administrative agencies 95, 500 —10, 742 
Potal +5, 887, 500 4-322, 71 
Increase 1954 over 1953 
appropriation 
Items Cost 
Processing payments and collections 
Veterans’ Administration, regular +-500, 000 $81, 740 
Refunds on national service life insurance —400, 000 —18, 217 
Social Security Administration +7, 197, 000 +266, 965 
Income tax refunds 1, 314, 000 66, 352 
¢) Other administrative agencies —95, 500 —32, 65t 
Subtotal +5, 887, 500 | +68, 000 
Reserve for savings | —203, 000 
| 
Reduction in appropriation estimate +-5, 887, 500 135, 000 


The change in each category is more fully explained under the respective 
at a 
headings. 


EXPLANATION OF WORKLOAD AND COST BY AGENCY SERVED 


(a) Veterans’ payments.—These payments include disability compensation, 
pension, and insurance payments to veterans, their widows and dependents ; 
subsistence allowances for students, work allowances for on-the-job training, 
self-employment compensation, veterans’ loans, tuition, books, charges by schools 
and colleges; and other veteran benefits. Administrative expenses and salary 
payments to employees of the Veterans’ Administration are also included under 
this heading. The increase in work volume is mainly the result of the Veterans’ 
Readjustment Assistance Act of 1952, Public Law 550, 82d Congress, approved 
July 16, 1952, which extended the GI bill to Korean veterans. 


N t 
| ( 
18 ux % XN %4 8 s 
é “x { R 24 
lecrease + 500, OO x 


(b) Refunds on national service life insurance These payments represent 
e return of excess premiums paid by holders of national service life insurance, 
Under an arrangement recently adopted by the Veterans’ Administration, these 

yments will be made currently on the anniversary date of each policy. To 

mplete the refunds on the 4,000,000 payments requires the handling of between 
fteen and twenty thousand payments daily. The decrease in this work in 1954 
will amount to 400,000 payments with a reduction in cost of $18,217. 


Work volume, cost, and unit cost 


Numbe if ; 7 

pria 4, 400, OO $ 4 $ 8 
ate 4 OO). (OK { x 
ecrease 400, OOO § 


(c) Social-security payments.—The Social Security Act provides among other 


things that covered workers, * n reaching a specified age, are entitled to 
monthly old-age and survivers benefits, including payments to their wives, 


dows, minors and dependent children. The volume of work on this activity 
has increased steadily, the increase averaging better than 4 million payments a 
vear. There has been a further increase as a result of the Social Security Act 
\mendments of 1950 (Public Law 734, Slst Cong.). 

The increase in the fiscal year 1954 represents the normal addition of 4 million 
henefit payments plus 3,197,000 benefit payments to be made as a result of the 
Social Security Act Amendments of 1950, which extended the act to persons not 
heretofore covered. 


Work volume, cost, and unit cost 


un , 
N be Unit e ( 
of iteT 
ypriation 1}, BBR, OOK $. O559 $3 +, 246 
ate 64, 035, 000 O53S8 s, 44 
Increase | OOK 2, Ot 


(d) Income tax refunds.—In connection with the administration of the in 
ome tax law, employers are required to withhold a graduated percentage of 
earnings from employees. Amounts so withheld are paid over by the employer 
to the Collector of Internal Revenue. Graduated withholding rates are based 
n the assumption that the wages from which the deduction is made will con 
nue throughout the year undiminished. Any unemployment on the part of 
he person earning the wages, or in the case of any person earning in the ulti 

ite less than $600 per year, or other factors, will result in an amount with 
held in excess of the employee’s actual tax liability. The excess balances are 
refunded at the end of the taxable year by the Bureau of Internal Revenue. 

The 1952 internal revenue tax refund program, involving 30,250,000 payments, 
vas not quite completed by June 30, 1952, resulting in a carryover of 1,314,000 
tems into the fiscal year 1953. This carryover brought the work volume in 
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he fiscal year 1953 up to 31,814,000. It is anticipated that fiscal year 195 
refund program will be completed by June 30, 1953, thereby reducing the volum: 
f work for the fiscal year 1954 by 1,314,000 refund payments carried into thi 


fiscal year 1953 
Work volume, unit cost, and cost 


| 
| Number of 


I ost 
of inet nit co Cost 
1953 appropriatiot 31, 814, 000 $0. 0493 | $1, 569, 8 
1954 estimate 30, 500, 000 0493 1, 503 
Decrease 1, 314, 000 66, 352 


(c) Payments for other agencies.—Payments for other agencies are made 
for such items as administrative expenses, salaries, public works, contracts 
employee compensation disability and death benefits, civil-service retirement 
payments, and other obligations of the United States. Each agency served has 
advised the Division of the estimated number of payments and collections to 
be scheduled during the fiscal years 1953 and 1954 There follows a table of 
the detailed work volume by agencies. The total for 1954 reflects a decrease of 
000 items 


Number of item 




















A erve 953 est ite 1954 ¢ it 
\ Cc Credit Corporation and F. 8. Ins 3, 677, 300 3 704, 
‘ er clud Nat il Production Authority 1, 985, 309 2, 000, 18 
Interior 2, 843, 239 2, 903, 12% 
Justice luding Federal Prison Industrie 1, 335, 250 1, 335, 2 
t 609, 810 628, OS 
686. 750 756. 5 
371, 327 3, 35 
Ar Capitol 34, 200 34, 21 
At Energy Con ORR. 950) 323, 30 
} 13, 600 13, A 
Ir Agency 183, 537 208 
service ( 3, 192, 200 3, 442, 21 
M e Mate 1 Agency 32, 200 23 
) Pr Ad ratior 14, 800 14. #5 
M Security Agency 145, 400 145. 1 
Ecor ¢ Stabilization Agency 694, 825 
Fed ( Defe e Ad tion 7R, 696 Mi, 440 
Communieafions Comn or 4). 475 13. 50) 
il Mediation and Conciliation Service 17, 550 18, 40 
1 Power C issior 57. 000 7 OO 
eral Se t renc} 1, 025, 000 1, O25, Of 
il Trade Commissior 26, 000 31. 00 
General Accounti Office 195, 000 195, 00 
General Services Ad™inistratior 1, 477, 000 1, 507, 00 
H ind Home Finance Agenc 
Ad nistrative and low-rent program 8. 600 OR. HO 
Fe 1 Housing Administration 1. 123, 300 1, 123, 30K 
H I Bank Bo 19, 040 19, OW 
Office of Administrator 75, 000 R82, OO 
Public Housing Administratior 205, 900 198, 104 
Interstate Commerce Commissior 77, 000 RR, OOK 
N 1A ory Co Aeronautic 244, 700 44, 70 
N iC 1H rity 314, 500 340, 50K 
Nat Lat Rel 60, 410 60, 616 
National Science Foundatior 12, 857 25, 90 
Renegotiation Board 5, 550 33, 10 
Securities and Exchange Commissior 32, 950 sf, 5 
Selective Service Svster 349, 050 386, 30K 
Smithsonian Institution 38 440 40, 5O 
lax Court of the United State 10, 900 11, 32 
War Claims Commission 205, 150 205, 404 
Other 84, 235 51, 00 
Total 24, 983, 000 24, 887, 50 


Ager joes not have legislative authority beyond fiscal year 1953 


Work Polume cost md unit ost 
Nu ber ¢ 
t ( 
24. 9R3. OOK $i $1.9 
i 4, S87, OK 878. 68 
ecTease ) iM ‘ 


United States savings bonds: 
Appropriation base for 1954 
\ppropriation estimate for 1954 





Increase over base 


rhe payroll savings plan providing for purchases of United States savings 
nis by Federal employees was commenced in 1942. Under the plan, the par 

pating employees stipulate sums to be withheld from their wages each payda) 
\mounts so withheld are credited to the individual's account against which a 

d is issued to the employee when the amount of the purchase price has been 
cumulated. The plan aids the financial program of the Government in its 
funding operations, and also serves as an example to industry. In 1942 the 
Secretary of the Treasury designated the Division of Disbursement to issue 
ywonds purchased by civilian employees. The peak of the program was reached 
luring the fiscal vear 1945 when 4,554,000 bonds were issued Following the 
nd of the war, the employee sales declined with the reduction of civilian force; 
owever, a large percentage of the employees retained, have continued to avail 
emselves of this method of saving. Due to the value of the program, the 
rreasury Department is carrying on with renewed emphasis its promotional 
tivities in the sale of savings bonds among employees. The present trend 
dicates that a minimum of 2,500,000 bonds will be issued in each of the fiseal 
ears 1953 and 1954. 


Work volume and ost by objec t of ex pe nditure 


Appropt 
ppro : | at 7 
, ‘ , 
1954 ‘ 
nal services $289, 121 $289, 121 
Other obligation 7, 107 10 
Total cost... - 26, 228 26, 228 
Number of items 2 FOO. OK 2 500. OOM 
Unit cost... ‘ ‘ $0). 1305 $i). | 


MANAGEMENT PROGRAM 


‘he Division has installed many changes to reduce its unit cost per item: 

Improvement in mechanical equipment.—Preparation of one-time checks by 
facsimile transfer posting; introduction of continuous feed forms in lieu of 
single-sheet forms: installation of improved sorting, filing, and locating devices ; 
procurement of high-speed, intake and eject mechanism on key-punch machines ; 
microfilming checks to eliminate check copies, with saving of filing space and 
improvement of records; standardization of bookkeeping machines and utilization 
f same in the preparation of accounts current; extended application of ribbon 
reinking devices to tabulating machines and addressograph equipment; develop 
ment (in collaboration with the manufacturer) of a machine for signing and 
printing the object of expenditure on checks in one operation; introduction of 
the use of addressing machines combining the imprinting and punching of checks 
n one operation; development of mechanical devices to improve proofreading. 

E.rtension of the use of voucher schedules.—Prior to the installation of this im- 
provement, individual vouchers were prepared, certified; scheduled, and sent to 
the Division of Disbursement for payment. Under this procedure the vouchers 
are retained by the administrative agency, thus eliminating handling by the 
Division of Disbursement. In lieu of the old arrangement, agencies now prepare 
a voucher schedule in list form stating the name and address of the payee, 
amount due, and invoice reference. The listing of payments in this form speeds 
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up the issuance of checks and eliminates paper handling, thus improving pay- 
ent procedure 

Simplification of procedure Adoption of single checking accounts to eliminate 
multiple depositary accounts; modification of deposit procedure to provide for 
immediate credit and consolidation of deposit on one certificate of deposit ; intro 
duction of numerical amounts payable on checks with the elimination of script 
amounts, reducing the embossing of plates, implementing combined form of 
schedule and youcher; utilization of monthly controls and other summaries to 
reduce efforts in examining accounts current and supporting records; extension 
of the use of addressing machines for initial and adjusted payments; encourage 
ment of work simplification program; and active support of departmental pro 
grams with encouragement for employee suggestions. 

Production.—Scientifie schedule of work volume and projection of costs for 
production control; employee selection and training program ; use of quantitative 
and qualitative standards for performance; extended specialization to tasks to 
enable increased output of employees; utilization of second shifts of part-time 
employees to preclude overtime costs and obtain better utilization of equipment 
and space 

Sundry improvements.—Establishment of direct continuous work lines; scien 
tific space layout; general plant modernization; change from telegraph to tele 
type communication with extended use for accounting reports; improvement in 
design, regulation and distribution of forms with conversion to snapout type of 
forms wherever possible; extension of the use of Treasury checks by United 
States disbursing officers in foreign countries in lieu of drafts drawn on the Sec- 
retary of State; installation of effective controls for handling returned checks 
and reduction in the number of undelivered checks; promotion of system for 
work measurement; selection and training of supervisors and operative em- 
ployees; standardization of files; continuous evaluation of work volume; pro- 
duction control; enforcement of regulations for protection of Government funds; 
analysis of cost data; computation of personnel ceilings for individual offices; 
development of cost accounting; revised administrative accounting; and per- 
formance type of budget 

The items enumerated are the principal improvements which the Division 
gradually introduced to bring dowr the unit cost per item and increase pro- 
duction per employee 


GENERAL STATEMENT 


Mr. Canrietp. Mr. Banning, you have a statement that you want to 
make to us at this time? 
Mr. Bannrina. I have such a statement. 


FUNCTIONS AND ORGANIZATION 


The Division of Disbursement disburses appropriated, trust, and 
special funds for the civilian agencies in the executive branch of the 
Government with the exception ‘of the Post Office and certain corpora- 
tions. It also exercises related functions, the more important of which 
include receiving and depositing collections, handling claims of payees 
for reissuance of lost checks, and issuing savings “bonds under’ the 
Federal payroll allotment plan. Our organization serves 311 admin- 
istrative offices in Washington and 1,651 in the field. Agencies served 
include the Departments of State, Justice, Treasury, Commerce, La- 
bor, Agriculture, Interior, Veterans’ Administration, General Serv- 
ice Administration, Federal Housing Administration, Federal Se- 
curity Agency, and the many other independent civilian establish- 
ments. The Division operates 26 regional offiees located in the finan- 
cial centers of the United States and the Territories. In all offices the 
procedures followed and ys types of equipment used are virtually uni- 
form. Each field office is under a regional disbursing officer who is 
personally accountable for funds advanced to him by “the Chief Dis- 
bursing Officer. Subordinate employees who handle cash and securi 
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ties are also bonded for faithful performance of their duties. Monthly 
counts covering all transactions are rendered to the Comptroller 
General of the United States. 

Our ap propriation estimates are based on two factors — volume 
f business multiplied by related unit cost. A standard cost-account 
ng system is kept to determine the unit cost for each operation in 
vriting checks, making collections, or issuing bonds. This record 

iows the outlay for direct labor by task groups, supervision, supplies 

snsumed, and overhead for each type of work—that is, addressograph 
periodic payments, salary payments, typed schedule payments, fac 

mile transfer posted checks, miscellaneous typed checks, cash pay 
ments, deposit of collections, and issuance of United States savings 
bonds. 

In presenting the appropriation estimates our practice has been to 
touch | briefly on the ex cpel nditures for the latest completed year, the 
projected expenditures for the current year, and the estimated appro 
priation for the ensuing year. In the sequence mentioned these are 

‘fiscal years 1952, 1953, and 1954. 


APPROPRIATION FOR FISCAL YEAR 1952 


For the past fiscal year, 1952, the Division had an appropriation of 
$12,250,000, and in addition received $627,197 as reimbursement from 
the two transfer agencies served, making the total available $12,877, 
197. In that year we handled 198,120,498 items at a cost of $12,682, 
749, making the average composite unit cost $0.0640. As the result of 
management improvements effected during 1952, the unit cost was 
about one-eighth of a cent less per item than the cost originally esti 
mated. That year we turned back to the Treasury $194.448 

Actually the savings were larger than this figure. The Division 
had several items of additional expense for which we had to use part 
of the savings. First. there was a sheht increase in the volume of 

ork over the original estimates. The 1952 revised estimate called 
for processing 197,952,200 items, whereas the ultimate number was 
198,120,498 items. Roughly speaking, the cost for this increase of 
IGS.298 items at $0.0640 amounted to $10,774. More important, there 
were increased expenditures for sup plies and ov because of 

higher prices amounting to $43,090. Finally we paid an additional 
S115.747 for general wage increases to our emp Gree under Public 
Law 201, 82d C ongress (65 Stat. G12), which amended the Classifica 
tion Act of 1949, and Ramspeck within-grade sill required 
by law. After defraying these additional charges, as I have men- 

oned, the unobligated balance was $194.448. In all. our total 

es amounted to $364,059. Mr. Chairman, I have here a detailed 
statement of savings which I will briefly summariz 

Mir. CANFiELD. It will be inserted in the record. 

(The material referred to is as follows:) 


Summary statement of savings for fiscal year 19 


Streamlining of payment and bond issuance procedures $101, 969 
Installation or extension of labor-saving devices 103, 567 
Simplification of accounting and auditing operations 71, 165 
Control of forms, conservation of supplies and equipment, and mis 


cellaneous 


Z 


Total ons Gna 
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Mr. Bannrinc. It may be that you will want to include this state- 
ment in the record. 


Detailed statement of savings for fiscal year 1952 


I. Streamlining of payment and bond issuance procedures : 
Closer integration of operating steps in preparing national 


service life insurance dividend payments___-__--.__-_--__---_ $61, 476 
Substitution of combined voucher schedule in lieu of separate 
documents, with savings in paperwork___---------__-~_~-- . 80, 624 
Reduction in work of voucher clearance ; aoe 2, 329 
Changes in verification methods and improved indexing of plate 
files relating to bond issuance___-_-- sinc etn cach ieb ade S 7, 540 
Total _- eieuionion cee ; = eee 


I] Installation or extension of labor saving devices: 
Extension of improved transfer posting method for writing 


checks 34, 796 
Microfilming checks in lieu of preparing check copies____--~~- 15, 392 
Use of improved design of addressograph equipment (model 

9300) E « ‘ ss 34, 278 
Extension of the use of reinking devices to new addressing 

iInachines 5,313 
Installation of automatic microfilm processing machines_-_-__~~~ 1, 535 


Preparation of tax refund checks by means of electrical ac- 
counting machines equipped with bill-feed device (new 





project) nines lass ts si sbsiaitemmeteb es 8, 586 
Improved equipment in files system to eliminate unnecessary 

physical effort poate . (iain cntianahiencaene bus 3, 667 

Total - 103, 567 





III. Simplification of accounting and auditing operations: 
Reorganization of audit and examination work with reduction 


of personnel hae eieitan ie tole lincieimidiindam . aaa 
Reduction of teletype detail for reporting receipts and expendi- 
tures for the Daily Treasury Statement tela 11, 100 
Discontinuance of daily posting to appropriation ledger ac- 
counts and use of summary monthly postings 18, 580 
Elimination of duplication in reconciling local depositary 
checkimg accounts 3, 240 
Closer integration of work related to funds control and funds 
transferred to regional offices 7 ne 7, 745 
Total Gia 5 pice. 71. 165 


IV. Control of forms, conservation of supplies and equipment, and 
miscellaneous: 
Acquisition of equipment surplused by other organizations in 
lieu of scheduled purchase of new equipment____.__________ 9, 408 
Repairing machine parts in lieu of purchasing high-cost new 
parts a deta aaa senate Silat nei ee tiles 4, 883 
Use of carboard boxes in lieu of metal cabinets for semiactive 





microfilm reeords ictelatan science tay citation ae 8, 685 
Conservation of paper by reducing size of forms ; “ 2, O71 
Disposal of records resulting in reduced file work ae ns 11, 736 
Shipping of vouchers to Federal centers by truck in lieu of 

eX] S 8. 767 
Cash awards for suggestions and work simplification program 4, 244 
Sundry management improvements in overall performance 

throug production control and employee selection and 

training ak : eee 

Tota 87, 358 
G d total ‘ cme 
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The Division is economy minded. Year after year we have turned 


back to the Treasury savings or reductions in expenditures as evi- 


lenced by the following table: 


Unobligated funds returned to Treasury s ur plus 


oe Salaries and Printing I 
expense and binding 

$102, 351 $14, 766 $11 117 
566, 0 AS 844 624, 899 
803, 304 SUG, 304 
75, 118 75, 118 

10. GOR 30. GOS 
104, 445 104, 448 


cluded in salaries and expenses after 1948 
APPROPRIATION FOR THE FISCAL YEAR 1953 


For the current year, 1953, the Division has an appropriation of 
=12.200,000, and e xpects to receive $667,782 as reimbursement from the 
two transfer agencies we serve, thus making availab le $12,867,782. id 

ill process 201,465,500 items at an average unit cost of $0.0629, an 

mount slightly less than 6%49 cents per item, as compared ar bs, 

nts in 1952. This lowered unit cost of about one-tenth of a cent w I 
save $203,000. The amount has been placed in reserve by administra 

ve determination, and will be returned to the Treasury, unless some 

unforeseen condition should arise, such as additional work volume due 
o Executive action or legislative provision. So far we have no indica 
on of such continge ney. While the fiseal year 1953 has 4 months to 
in, 1 will briefly dise uss the antic ipated savings. In our management 
program there is, of course, the matter of the cont inulne benefits from 
provements carried from one year to the next. Savings to be effected 
n 1958 include not only the continuation of those items realized in 
1952 but some additional new savings. Briefly, this group includes: 


Extension of the use of the combined voucher-schedule form in lieu 


of separate vouchers and schedules, as heretofore received from 


administrative gencies $133, O62 
Increased ceadeatoe attained through extension of high-speed ad 

dressing-machine equipment in seven offices 16, 443 
Streamlining bond-issuance procedure 7,410 
Shipments by truck in lieu of express 12, 2735 
Further reduction of work in voucher clearance 1,011 


Sundry projects which have greater output, including, in the main, 
microfilming of checks, improved filing methods, employee selec 

| training, production controls, cash awards for sugges- 
tions and work simplification programs, and other improvements 29.7 


tion ane 


Total savings 203, 000 
APPROPRIATION ESTIMATES FOR 1954 


Estimates submitted by the administrative agencies for 1954 shov 
that the Division will be called upon to process 907.629.000 items. This 
is 6,163,500 more items than in 1953. For this work an appropriatio 

isked of $12,065,000, together with authority to receive re.mburse 
ment of $681,408 from the transfer agencies serviced, making the tot 
$12,746,408. The projected average unit cost per item is $0.0614, w 
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is fifteen one-hundredths of a cent less than the cost for 1953. Despit 
the fact there will be an increase in volume of 6,163,500 items, the ay 
propriation request for 1954 is $135,000 less than the amount appr« 
priated for 1953. The following summary statement analyzes the net 
increases between 1953 and 1954. I would like to have this tabl 
inserted in the record at this point. 

Mr. CanFietp. Without objection, it will be so inserted. 

(The material referred to is as follows:) 


Statement reflecting a comparison of work volume for the fiscal years 1958 and 1954 a 
neluded 7 1954 budget estimates 


1953 esti 1954 esti- Increase 
Avency serve mated work _ mated work | decrease 
olume volume 1954 over 19 
A dmi I 74, 270, 000 74, 370, 000 +100, OF 
S rity 56, 838, 000 64, 035, 000 +7, 197.0 
Income-tax refund 31,814, 000 30, 500, OOO 1,314 
oO ilar ag j 24, 983, 000 24, 887, 500 95, 5 
[ State iVings bond 2, 500, 000 2, 500, 000 
190, 405, 000 196, 202, 500 +5, B87, 5 
fy 
) t Ax utt ( i ind us f ag 
| source 2, 822, 500 2, 822, 500 
} i Retir I B j 
I my yment insurance 1, 704, 000 1, 706, 000 + 2,0 
MI el ' . 6. 534. 000 6, 808, 000 +-274, 01 
hos fund 11, 060, 500 11, 336, 500 +276 ( 
(;rand tota 201, 465, 500 207, 629, 000 +6, 16K 


Mr. BanninG. The Division of Disbursement is a service organi 
zation. As such it cannot reduce the volume for the administrative 
agencies served. The number of checks for veterans’ pensions, sub 
sistence allowance, social-security benefits, civil-service retirement, 
and recurring expenses cannot be curtailed except by legislation. 
Ac cordingly oul volume of the work for these activities is fairly con 
stant from month to month. Similarly the number of payments for 
current, miscellaneous items such as supplies, contractual services, 
communications, and freight, are virtually regulated by the activity 
of the administrative agencies themselves. In the current year the 
Division will issue approximately 14,000,000 checks from its 26 re 
gional offices each month. In the spring, usually from February 
through April, the work increases to about 25 million because of 

ome-tax refunds. Mr. Chairman, I have here a statement of the 
volume of work by months for the fiscal years 1947 through 1952, the 
projected volume for 19535, and the estimated volume for 1954, which 
Iw ould like inserted in the record. 

Mr. Canrieip, Without objection, it will be so inserted. 
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Che material referred to is as follows:) 


( Niumbe of items 
953 
4 48 49 a ) 1952 4 
‘ } ‘ ‘ n 
( l a ] ial sctual wtual ‘ : 
l 346, 289) 11 1, 402 ? 305, 20 1 & 618, 12. 65K + 4 3 4 14, 698, 900 
7S, He 1, O4 2) 1 8 B2¢ O65, 664 $ ' 5 4 7 
10. 687, 68 10.9. 1) «11. 619. DAE » | " O87. 8 ; { R4 
11, 920, 830!) 12. 060. 92 11. 891. 250 ? 673. 13. 12. 707. 39 4.497.412 3 7R3 J 1, 202. 700 
11, 672, O78) 11, 420, 533) 12. O88. 489 12.896. 749) 12. 642.8 4 2 2% 13, 200,18 
11, 649, 397) 11, 638,893!) 12. 070, 789 2, 782, 39. 2 BSS, ' 623.918 14, 030, 04 4 620. OOK 
12, 624, 35 2, 145 lt 12 87 45 ‘ } $ 4 
! 76, 54 ] »g 16. 4¢ ( 1 & 83 70.8 1x2. 106 8 1 
19, 488, 584] 21, 194,83 24, 848, 418) 29, 488 O8 29 582 640) 2 M 24 25, 1 Hm 
22, 768, 49 21, ¥94. 722] 26. 603, 679) 23. 154. 437) 22. 656, 4 2 318, 252, 2 2 2 
20), 008, 650} 18, 437, 202) 18, 113,329) 17, 686, 426) 19,934,193 21 083) 18 0, 93 R, | 
3, Shit 14 olf 3, 606, 394 4, 832 1 (2 t 4 6, 482, ¢ 17 
2, 488, 425/17 t 183, 92 x ) RS 4 x 408 4 


VOLUME OF WORK 


Mr. Bannina. As I have mentioned, the Division of Disbursement 
repares the annual budget estimates using the volume of work multi 
lied by the unit cost. As to volume, each fiscal year we obtain 
tatements from all agencies served which report the work they 
inticipate will have to be processed, When received, the reports are 
naly zed by our budget officer in the lieht of the actual volume for 
rior years, the trend in the current year and the effect of any pros 
ective legislation affecting the payment activities, such as increase 
n social-security coverage, veterans’ benefits, income-tax law changes, 

dso forth. Ifa question arises, the particular agency is contacted, 


d where necessary, the estimate is revised. It is also our practice 
to cireularize the larger agencies by letter a second time each year 
’ ist before the appropriation hearings. This policy assures a high 
egree of accuracy in forecasting the work volume. The following 
lemorandum was received from the budget officer on the latest 
nformation: 
JANUARY 21, 1953 
‘ Memorandum to the Chief Disbursing Officer 


In accordance with the usual policy, we addressed letters to the larger 
gencies served by the Division of Disbursement, requesting them to review 
heir estimates of work volume submitted to the Department earlier this fiscal 
ear. Replies have been received as follows: 

- Veterans’ Administration: Under the date of December 16, 1952, the budget 

e fficer of the Veterans’ Administration states that the work volume as reported 
'y that agency reflects sound estimates upon the basis of the current outlook 
nd trend projections of this agency. 

Social Security Administration: In a letter dated December 15, 1952, the 

Director of the Social Security Administration advises that as the result of the 
Social Security Act amendments of 1952, Public Law 590, 82d Congress, the 
present check estimates for 1954 should be increased by 1,600,000 items. He 
stated that the principal reason for the increase is the liberalization of the 
vork clause to permit monthly earnings of $75, instead of $50, without the loss 
f benefit rights. 


e170 no 
317384—_53——-9 
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Income-tax refunds: The Bureau of Internal Revenue, in a letter dated De 
cember 19, 1952, states that the total number of tax refunds of all classes to be 
certified during the fiscal year 1953 and 1954 will be substantially the same as 
previously reported by that agency. 

Other administrative offices: Replies received during December from. the 
Departments of Agriculture, Commerce, Labor, Justice, State, Civil Service 
(Commission, Selective Service System, General Services Administration, Federa 
Security Agency, Atomic Energy Commission, Economic Stabilization Agency 
etc., confirmed the work volume estimates submitted earlier this year It 
should be pointed out, however, that for the fiscal year 1954 we have no 
included estimates of work volume for the Economic Stabilization Agency, since 
it will expire under present legislative authority as of April 30, 1953. Should 
it be extended by Congress into the fiscal year 1954, the Division of Disburse 
ment would be obl 
payment 


ged to process all vouchers which it might submit for 


Conclusion: Based on the above information, the Division will be called upor 
to process between 14% and 2 million more payments in 1954 than are included 


i the appropriation estimates 
Rocer E. Smtrra, Budget Office: 

Mr. Chairman, each year we set forth this information whether i 
increases or decreases the volume of work included in the justification 
which has been submitted to the Burean of the Budget, and which in 
turn is transmitted to the Congress and is now pending before you 
committee. In view of the fact that the prospective increase of 1% 
million items is less than 1 percent of the total volume of 207 million 
items, the Division is not asking for an additional allowance. but 
there exists the necessity for handling the enlarged volume. Each 
year upon enactment of the appropriation law we formulate our finan 
cial plan in which the latest unit cost is projected for each activity in 
the various regional offices. Prior to allotting funds, however, we 
compare the production of each office, first, with other offices in the 
same class, and secondly, with its own record for prior periods 
Through this method the Division allots only the minimum funds 
required for each office. 


PRODUCTION 1944 THROUGH 1954 


Mr. Chairman, I have here a comparative statement from 1944 
through 1954, which shows the total number of transactions, reflects 
the total expenditures and the average unit cost each year. Subject to 
your approval, I would like to offer this exhibit for inclusion in the 
record. 

Mr. Canrrecp. Without objection, it will be so inserted. 

(The material referred to is as follows :) 


Table showing volume, cost, and unit cost 





I ot il cost | Average 








Fiscal year lotal items anniit wont 
| 

44 actual 76, 250, 894 | $5, 160, 503 $0. 0677 
45 actual 95, 057. 304 | 6, 018, 750 0633 
46 actual 8, 520, 933 | 0581 
47 actual 11, 002, 370 0638 
48 actual 171, 555, 651 10, 034, 622 0585 
4o u 183, 925, 581 11, 215, 534 0610 

198. 097, 940 11, 955, 053 0603 
) 188. 027. 401 11, 600, 042 0617 
, , 120, 498% 12, 682, 749 0640 
4 i 01, 465, 500 12. 664, 782 0629 
4 a 629, 001 12, 746, 408 0614 
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UNIT COs 


Mr. Banninc. The last column in the foregoing table showing 
the average unit cost each year for the past decade, I think, presents 
, significant picture. Ten years ago, in 1944, the unit cost was over 
634 cents. Notwithstanding repeated increases in wages, all required 
by law, amounting to 61 percent over the 1944 base, and the higher 
prices on materials, printing and binding, and so forth, which have 
risen more than 88 percent, the average unit cost estimated for next 
vear is 614 cents. a general reduction of five-eighths cents in the cost 
ot writing checks 

Mir. GARY. I notice for the year 1946 the average unit cost dropped 
ind was $0.0581 as compared with $0.0633 for 1945. Then in 147, 
t went up again to $0,0638. Then in 1948, if dropped to SO.O585 
Then in 1949, it went up to 80.0610. Can you explain those fluctua 
tions for those years? 

Mr. Banning. The fluctuations are affected by two factors, Mi 
Gary. One is the increase in efficiency. We were gaining more pre 
duction, but at the same time we were being confronted with increased 
pay for emplovees and also increased prices, so there wasn’t a con 
in inl reductiol 1] prices, Generally, over the 10 year period, ho \ 
ever, the price has been reduced from O84 cents to about 614 cent 
We had to pay in the last 10 years 61 percent more in salaries to 
the average employee than we did at the beginning of the pe riod and 
prices have gone up about 88 percent. So those factors came into 
play. Beginning in 1947, we were stepping up our production, as I 
will later bring out in my statement. That has gradually brought 
the cost down. 

To continue my statement. For the most part, the result has been 
accomplished through management economies which stem from a 
continuous production line in every oflice, employing specialization 
of tasks for higher output. There has also been the increased use of 
high-speed electrical equipment; the streamlining of clerical pro 
cedures to reduce manual effort; and, finally, just close budgeting. 


INCREASE IN EFFICIENCY 


The preparation of repetitive checks, certificates of deposit, and 
savings bonds readily lends itself to the use of mechanical equipment 
For this reason the Division is continually striy ing’ to increase its pro- 
duction by searching for new labor-saving devices. As in industry. 
we study production ratios, unit costs, and reasons for variations 
between offices. A simple way to test the results from year to year 
is to compute the overall number of items produced per person, tak 
ing into consideration all employees, operative, supervisory, and ad 
ministrative, and then dividing the total number of units processed 
by the total number of employees. The calculation is rough and may 
be affected by factors such as trends in activities, shifting in types 
of payments, changes in the flow of incoming work, and so forth. 
In general, however, the computation points unmistakably the di 
rection production is moving. In 1944, the work handled per em 
ployee average 56,000 production items a year. As the mechaniza 
tion program progressed, the number of units steadily increased. 
reaching 68,000 items per employee in 1952, a gain of 89 percent 
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This increased .production correspondingly enabled the Division 
to reduce the number of employees. This took place mainly in the 
past 5 years. Mechanization of equipment, although in effect during 
the war years, began to gain perceptible momentum in 1947. In that 
year the Division had 3,735 employees; in the year just completed, 
1952, it had 2,932 employees—a saving of 803 positions. In the year 
1952 we wrote 26,000,000 more checks than in 1947, with 803 less 
employees. 

I have here a table which shows for each year since 1944, the total 
number of items processed, the number of employees used to perform 
the work, and the average production per employee. Subject to your 
approval, I should like to include the statement in the record. 

Mr. Canrieip. Without objection, it will be so inserted. 

(The material referred to is as follows:) 


~ 





Percent 
Number | Averag age of 
I ” ‘Tare 
Numbe aoe hb © | increased 
I il yea of item , I . produc 
ne } ployees tion per 
ores ; tion per 
required employee ; 
: employee 
over 1944 
Actual 
1944 76, 250, 894 2,111 36, 000 
194 15, O57, 304 2, 390 39, 000 g 
194 730, 244 3,149 46, 000 28 
1947 2, 488, 42° 3, 735 46, 000 28 
1948 555. 651 3, 449 19. 000 36 
1949 183, 925, 581 3, 387 44, 000 50 
1950 198, 097. 940 3, 388 58, 000 61 
1951 188, 027, 401 3, 135 60, 000 67 
1952 1Y¥8, 120, 498 2, 932 68, 000 8Y 
I rated 
1053 01, 465, 500 2 R78 70, 000 Ut 
1954 207, 629, 000 2, 945 70, 000 94 


Mr. Bannina. If time permits I would like to finish my remarks 
with a brief comment on the results of the specialization we employ. 
Through this means we are enabled to process the work with em- 

ployees in the lower-pay group, mainly grade GS-2. We have pro- 
i ‘tion requirements in which quantitative stand: rds of performance 
are prescribed for each job. Our requirements compare favorably 
with industry. In my opinion, the quantitative standards have con- 
tributed in no small measure to the increase in production per em- 
ployee from 46,000 items in 1947 to 68,000 items in 1952. We are 
not going to stop here. For we are committing ourselves to 70,000 
items this year. 


Tuurspay, Marcu 12, 1953. 
BASIS FOR APPROPRIATION ESTIMATES 


Mr. Canrretp. Mr. Banning, you have presented your opening 
statement to justify your request for the new fiscal year. You pre- 
sented that yesterday. Now, will you tell us again, for the purpose of 
a good continuing record, the total amount of funds vou are request- 
ing as compared to the total amount allowed you by the Congress for 
the current fiscal year ¢ 
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Mr. Bannine. The Division of Disbursement is requesting $12,065,- 
000 for 1954. This year we have $12,200,000. 

Mr. Canrrevp. It is my understanding that your appropriation 
estimates are based on two factors only—volume of business multi 
plied by related unit cost? 

Mr. Bannrna. Yes, sir. 

Mr. Canrtevp. In arriving at this unit cost, did you incorporate 
therein any portion for the outlay of new streamlining machinery 
in connection with your operation ? 

Mr. Bannine. Yes, sir. There is no provision in the appropriation 
system for funding depreciation. In the past 5 years, the committee 
as granted around $2 million for the purchase of new equipment. 
Every cent of that $2 million has been included in our unit costs 
For example, in 1952, as an element of cost, we included what we 
called equipment costs in the amount of $385,000. That element is not 
strictly speaking depreciation, but it is a charge which is greater 
than it would be if we depreciated at a flat rate on equipment. 

Mr. Canrretp. For the current fiscal year you are allowed $12.,- 
200.000, 

Mr. Bannina. That is correct. 


REDUCTION OF 1953 APPROPRIATION 


Mr. Canrrecp. Is that not the figure voted by the House after an 
unendment was adopted to cut vour request by—what was the amount ¢ 
what was the amount of the cut? 

Nir. BAN NING. You are speaking of our appropriation this year! 

Mr. Canrretp. That is right. What was the House cut ? 

Mr. Bannine. I believe our original appropriation estimate of last 
vear was in the amount. of $12,736,000; and in the appropriation act 
is passed, it was $12,200,000. 

Mr. Canrietp. You protested the House figure. You protested to 
the Senate the House figure, did you not? 

Mr. Banninea. I think we filed an appeal, sir. 

Mr. Canrie.p. I note by the record of the Senate proceedings that 
an amendment was presented to the Senate to strike out $12,200,000 
allowed by the House and insert $12,450,000. That amendment was 
rejected on the floor of the Senate. The Senator from Michigan, in 
discussing the amendment, said this: 

Mr. President, I rise to oppose the pending amendment which increases the 
appropriation for the Division of Disbursement “Salaries and expenses” by 
$250,000. I believe that the Senate should retain in the bill the amount already 
approved by the House. Experience over the past year indicates that this 
igency has a tendency to overestimate its workload, or perhaps it would be more 
accurate to say that the agency for which it performs checkwriting services 
overestimates their workload. A comparison of the agency estimate of a year 
ago and the agency estimate of today for the 1952 workload indicates a year 
ago the agency calculated its total number of checks at a figure which is nearly 
four million higher than its latest estimate for the same period. An overesti 
mate of this magnitude involves about $45,000. It has been calculated that it 
costs 614 cents to write each check to the agency involved. In this connection 
it is interesting to note that the total request for appropriations for the Veterans 
Administration for 1953 is nearly 20 percent below the 1952 appropriations. 
Yet, the reduction in the number of Veterans’ Administration checks to be 
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issued by the Division of Disbursement has been reduced only about 244 percent, 
giving additional evidence that the workload has been overestimated for 1953 
Mr. President, I hope the Senate will retain the House figure and vote against 
increasing the appropriation to $12,450,000. 

Now, frankly, Mr. Banning, we on this subcommittee were quite 
concerned when the amendment to cut your request, or to cut the 
money allowed by the committee, was suggested on the floor of the 
House. You may recall we fought it. Yet, it appears that that was 
the final figure allowed by the Congress, and you have lived happily 
thereunder. Would you care to comment on the criticism made on the 
Senate floor at that time? 


BASIS FOR APPEAL OF HOUSE REDUCTION 


Mr. Banninc. As you stated, our appropriation is based on two 
factors—number of items multiplied by unit cost. We have, of course, 
different unit costs for different activities; for example, the cost of 
writing an Addressograph check is different from the cost of writing 
a typed check or the cost of writing a facsimile posted check. We 
maintain cost accounts for these in a standard cost-accounting system 
in which we each year report actually the volume that we process. If 
you take those costs and apply them to the aggregate totals, you will 
find the amounts exactly equal our obligations. Each year, however, 
we are required to submit new estimates of our volume. Now, bear in 
mind that we don’t generate the volume of work. The volume comes 
from the administrative agencies, such as the Veterans’ Administra- 
tion, the Social Security Administration, the Bureau of Internal Reve- 
nue, and some 35 or 40 other agencies. We asked them for their pro- 
jected volume along in May of the preceding year, so that their initial 
estimates are about 1 vear in advance of the beginning of the fiscal 
vear to which they are applicable. 

Generally speaking, we cannot do much as to changes with those 
estimates. We compare them with the work we had for the current 
vear and even the past years. The Government activities are not static. 
They shift. The veterans program may be declining a little bit. 
Social security is going up. More and more benefits are being paid 
by the Bureau of Old-Age and Survivors Insurance. Income-tax re- 
funds may fiuctuate. Now we accept those estimates, and they run 
maybe in the neighborhood of 200 million items. If they are off 2 
percent, I think if you ask any actuary he would say that the thing 
is remarkable. We can’t hit the final volume right on the head. We 
didn’t hit it this year. We do the best we can to be conservative. 

When we get these estimates and we project our cost we like to stand 
behind them. That was the reason for our appeal. There is another 
thing that affects this, that is, production. Fortunately, I can come 
up here and feel a little satisfied, because we had a pretty good oppor- 
tunity. Volume was increasing in Government expenditures. The 
committee was pretty shrewd. “They allowed us to buy high-priced 
equipment and we got increased production. We are getting it more 
and more. This year we are going to do a little better than we thought 
we were. But when we asked for the money—bear in mind we can’t 
change that volume that is going to come into the Division. We have 
to pay the salaries of the Government employees the day they are due, 
and we have to pay the social-security benefits the day they are due— 
the 1st of the month. 
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Chere is no program that we can defer; nor can we curtail it. We 
re a service agency and we haven't got the objectives that. can be 
oved around, or contracted, or expande ‘d that some other agencies 
iave. That is why in our appropriation, the firmness of the figure 
eans a lot to us. 

We generally try to better those costs. That is the explanation 

| have for our appeal. 

Mr. Canrievp. That is a very fair statement, Mr. Banning. I am 
ertain that all the members of this committee are appreciative of your 


levotion to your assignment. I don’t know of any administrator in 
e Feders al Gove ‘rnment service that works harder and delights more 
irning back funds to the Treasury. Iam glad to note, however, 


at the operation of the subcommittee last year and the later action 
iken on the floor of the House did not injure you in your activities 
nd I know that after those cuts were imposed, | vou worked as hard 

you could to see that more funds weren’t required. In passing, I 

int to say this: I have talked to numerous employees who work in 
our Bureau, and all of them I find happily saluting their Chief and 

wing testimony that in the Division of Disbursement an employee 
: required to do an honest day’s work. 


VOLUME REQUIREMENTS BASED UPON ESTIMATES OF OTHER AGENCIES 


Mr. Gary. In making your estimates on production, Mr. Banning, 
you, I assume, have properly tried to estimate it sufficiently high so 
you will have enough money to care for the production you anticipate. 

Mr. Bannina. Mr. Gary, we never ch: ange the estimates of volume 

f the administrative agencies, except with their consent, as I have 
aid. 

Mr. Gary. Do they estimate the volume? 

Mr. Banninc. They estimate the volume. 

Mr. Gary. Then you figure ne. cost on their estimated volume? 

Mr. Bannina. That is correct, si 

Mr. Gary. So that if the sie ay doesn’t come up to expect: itions 
tis not your fault. It is the fault of the agency making the estimate ? 

Mr. Bannine. That is correct. In view of the fact that the esti- 
nates are obtained over a year in advance of the time the agency is 
voing to be sending in its vouchers to the Division, we go back just 
before we come up to the Appropriations Committee. This year, 
following our usual custom we circularized the agencies. They said 
they would have about a million and a half more payments. This is 
ess than 1 percent different from their original estimate. I would say 
that the agencies handle it conscientiously. They, for the most part, 
do study their own requirements. Now and then we will take up a 
natter of projected volume with an agency where we think it is over- 
tated or understated. 

Mr. Gary. In other words, the Veterans’ Administration estimates 
the number of checks that it will have during the year and you have 
to base your cost on that number? 

Mr. Banntna. That is correct. 
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Mr. Gary. The Social Security Bureau will estimate the numbe: 
of checks it will have to issue during the year and you figure your costs 
on that estimate ¢ 

Mr. Banninc. We figure our cost on their estimate according to the 
different types of activities we may serve. For example, the biggest 
part of the veterans’ load are the periodic payments in which we 
write the check with the addressing machine. We also, though, have 
some typed payments for them. So they report them separately. We 
apply the latest unit cost to that figure, less any savings. This year 
we have a little lower unit cost than in 1952, because we thought we 
would get some more production. 


REIMBURSEMENT FROM THE SOCIAL SECURITY ADMINISTRATION 


Mr. Gary. Now does the Social Security Administration pay you 
anything for the checks that you disburse for them ¢ 

Mr. Banninca. The Social Security pays for the work through a 
charge that is made against the Federal old-age and survivors insur- 
ance trust fund. The cost of the checks we write for that agency is 
included in our appropriation. To offset that, the Treasury has the 
reimbursable amount transferred from the Federal old-age and sur 
vivors insurance trust fund to the Treasury, representing our cost fo1 
servicing that agency. 

Mr. Gary. So the cost for issuing social-security checks does 
actually come out of the trust fund? 

Mr. Bannrnea. Yes, sir. 

Mr. Maxwet. I have an exhibit here, if you would like to see it. 

Mr. Gary. I think it would be well for that to go into the record 

Mr. Canrretp. This statement is entitled “Reimbursements from 
the Federal old-age and survivors insurance trust fund to the general 
fund, 1949-54, for Bureau of Accounts Expenses.” 

Without objection, it will be inserted in the record. 

(The material referred to follows :) 


Reimbursements from the Federal old-age and survivors insurance trust fund to th® 


general fund 1949-54 for Bureau of Accounts expenses 


| | . 1958, 1954, 


949 | 950 95 952 : . 
108 1051 196 estimated estimate: 
Division of Investments | $5, 538 $5, 668 $6, 973 $5, 788 $5, 892 $5, 892 
Division of Bookeeping and Warrants } 7, 904 8, 134 7, 479 5, 075 5, 435 5, 42 
Administrative Division (withheld-tax 
functions 00, 000 375, 965 367, 866 394, 800 396, S01 
Division of Disbursement 1, 570, 171 |1, 505, 982 (2,341,755 3, 148, 605 |3, 179, 246 | 3, 446, 21 
ee ee F Pe 1, 583,613 1,819, 784 2,732,172 3, 527,334 |3, 585,373 | 3,854, 324 


BUREAU OF INTERNAL REVENUE PAMPHLET 


Mr. Vourseiti. Quite a bit of your work comes, I presume from the 
Internal Revenue department as well. You-handle about 30 million 
checks a year which are written in the tax-refund program. I was 
thinking although probably it doesn’t come under your jurisdiction, 
I got a pamphlet the other day entitled “How To Compute Your 
Income-Tax Return.” It is about 12 pages. Who handles that? 


_s 


it 


Mr. Banninc. That is handled by the Bureau of Internal Revenue. 
[he instructions are drawn up and circularized by the Bureau. 

Mr. Vurseut. They handle the mailing of that and the addressing 
of it and everything ‘else ? 

Mr. BANNING. Yes, sir. 

Mr. James. That type of circular is, however, handled from the 
regional offices; is it not ? 

Mr. Bannine. Yes; to my knowledge, that type of matter is dis 
ributed by the regional directors of Internal Revenue. 

Mr. James. That was what I wanted to get clear. 


COMPARISON OF WORKLOAD 


Mr. Passman. Mr. Banning, you stated that your request for ap 
propriations was based on unit cost, on estimates furnished you by 
the several agencies where you process your checks. 

Mr. BAnniNG. Yes, sir. As to volume of work. 

Mr. PassmMan. What has been your experience over, say, a period of 
» years, on your estimates? Have they been over, under, or averaged 
out the same ? 

Mr. Banntna. The actual volumes have been slightly under the 
estimates. They will vary as much as maybe 2 percent. I think once 
there was a 4 percent variation. 

[ have a statement here from 1949 through 1953. The variation in 
1949 was minus 2 percent. That means they were under. But in 1950 
they were over 4 percent. In 1951 it was less than 1 percent. In 
1952 it was 2 percent under. 

Mr. PassMan. Over? 

Mr. BANnineG. Yes; the estimates were over. 

In 1953 it is minus 214 percent. 

Mr. PassMan. But over an average period, we will say, of 5 years, 
the estimates have been about what ? 

Mr. BANNING. Over the 5-year period, Mr. Passman, the total esti- 
mates submitted by the administrative agencies totaled up to 973 million 
items and the actual work performed was 969 million items. Actually, 
the estimate was about 4 million items over for the 5-year period, which 
would be an average of say about one-half of 1 percent of variation. 

Mr. PassMANn. Inasmuch as your workload is on the unit cost, if it is 
under, of course, that leaves an unobligated balance at the end of the 
fiscal year. 

Mr. Bannina. Yes, sir, it does, to this extent: The unit costs are 
built up from our appropriation cost system. We have to take ma- 
terials and direct labor. To the extent that the volume may vary, 
those will be reduced or increased—materials and direct labor—but 
regardless of volume you have to have overhead charges for supervi- 
sion, rents and such things as that. These are fairly constant. If 
their estimates are under, the tendenc y will be to increase the unit cost 
of our checks a little more. If they are over, why just like any 
business where the production increases, we get a little lower unit cost. 

Mr. PassMAN. But, on the average, if you maintain your present unit 
cost and the workload is down you would have an unobligated balance ? 

Mr. Bannina. That is true. 

Mr. Gary. Mr. Chairman, I suggest that this table that has been 
submitted here be inserted in the record at this point. 
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Mr. Canrretp. Without objection, it will be so inserted. 
(The material referred to is as follows:) 


Statement sho ng variation between total esiimates submitted to ( ongress and actu 
u k vo , 
1 Perc 
. estimates Actual work Increase or me 
submitted slur decrease ohne 
to Con oe 
19 186. 994. 000 183, 925, 581 3, O68, 419 
ha 189, 890, 000 1U8. 097, 940 8, 2 4 
187. 791. 800 188. 027. 401 +235, 601 
”) 98, 120, 498 4, 231, 002 
68, GOK 201, 4¢ 0) 303, 40K 
7 5, 200) 169, 636, 92 4.159, 280 
In ¢ 1, the add vorkload of 8,207,940 items in the fiscal year 1950 over the original estimat 
i th i ital t 1) A n by the Bureau of the Budget in reducing t! 
t ste of Vet s’ Administration by 4,800,000 items (which ultimately had to be paid | 
division of Disbu 2) extension during 1950 of the railroad-retirement annuity-benefit pr 
to widows and pa ts vol 2,103,000 ms; and miscellaneous minor variations 1,304,94 
year 1953 of 5,303,400 items 1] i 1¢ original estimates as submitted 
Change made du } the procedure of the Social Securit 
Ad ation whereby tl egate benefit payments authorized for widows and their minor childré 
1 ira hecks for each child payee, were combined in 1 check, theret 
Sa \ 4,702,000 ite 2) reduction the volume of work as estimated by the administrative agencic 
t ] t { def act ti t 400 iten 


DISPOSITION OF USED CHECKS 


Mr. Steminsxki. When these checks come back, do you store them 
and, if so, for how long ¢ 

Mr. BanninG. The checks that are paid are sent to the Federal 
Reserve Bank. Then they are transferred to the General Accounting 
Office. We do not handle paid checks in the Division of Disburse 
ment. 

Mr. Sreminskt. What happens to all these checks 5 years from today 
when they have been cashed and sent back? Are they stored ? 

Mr. Bannina. They are now stored at Cameron, Va. The General 
Accounting Office has authority to destroy the checks after 8 years; 
isn’t it? 

Mr. Maxwe tw. I believe it is. 

Mr. Bannine. Generally speaking, they have been destroying checks 
older than tha 

Mr. Steminskt. Is there any monetary value to selling that stuff fo1 
pulp? 

Mr. Banntinea. I would think that most of the checks paid in the 
Division of Disbursement which are of sulfite stock, would have waste- 
paper value. 

Mr. Stemrnskr. Do you know if they have been sold or burned?. 

Mr. Banntnea. As I stated, the paid checks are not under our juris 
diction. I do know that the General Accounting Office, though, has 
a very large storage space out at Cameron, and has been destroying 
checks as they are authorized to do. 

Mr. Sreminskt. That is all, Mr. Chairman. 

Mr. Canrrecp. Mr. Banning, do you have a statement to make at 
this time? 


, § 


L\ 


le 





EXPLANATION OF CHANGE IN UNIT OOSTS 


Mr. Bannine. I have one. Yesterday at the hearing Mr. Gary 
commented on the unit cost for 1946. when it was $0.0581 and 1948 
when it was $0.0585. He asked if there was an explanation. The unit 
cost in each of those 2 years is lower than the unit cost we have since 
attained. Mr. Gary asked that I prepare a statement and insert 
t in the record. I have the statement here. I will be olad to read 
t, if you wish. 

The average unit cost in the Division of Disbursement during the 
past 10 years has shown a downward trend from 634 cents to 6144 
ents per item, notwithstanding increases in salaries paid employees 


| iounting to 61 percent and increases in | rices of s upplhes an d ot} el 
O iligations amounting to && pe reent. In oe partic ular year, how 
ever, the cost may vary somew hat from the general downward trend, 


because of fluctuations in the volume of came to be handled and the 
related aa paid for labor, supplies, and so forth. In the 10-year 
period the average unit cost fell below 6 cents in 1946 when the cosi 
was 80.0581 and again in 1948 when it was $0.0585. The ote 
rate in 1946 not only would have continued in subsequent yes but 
would have been reduced further, had not the pay of emp Neen been 
repeatedly raised to meet living conditions. The following table 
shows the various pay acts since 1947. 

ee il Employees Pay Act of 1946, Public Law 390, effective 
July 1, 1946; Ine reased basic rates by 14 pee or $250, whichever 
was greater, providing no increase be over 25 percent, and no salary 
exceed $10,000 per annum. 

Federal Employees Salary Act of 1948, Public Law 900, effective 
June 30, 1948: Flat increase of $330 for all employees, with em 
ployees on an hourly or part-time basis receiving a 2U-percent increase. 

Classification Act of 1949, Public Law 429, effective October 28, 
1949: Increased uniform periodic one-step within-grade salary steps; 
ind adjusted increased compensation schedules for all grade levels 
in both the GS and CPC schedules. 

Public Law 201, approved October 24, 1951, effective June 30, 1951: 
Increased basic pay rates of grades GS-1 to 4, inclusive, and CPC-1 
to 6, inclusive, by $300; grades GS-5 to 13, inclusive, and CPC-7 1 
10 by 10 percent; and grades GS-14 to 18, inclusive, by the maximum 
of $800, an average of $309 pay increase per employee. 

Postal Rates Act, Public Law 233, effective January 1952: Changed 
annual leave accrual to be credited each full biweekly period at the 
rate of one-half day for employees with less than 3 years of service, 
three-fourths day for employees with more than 3 but less than 15 
years of service, and 1 day for employees with 15 years or more of 
service. Savings to the Division, $103,219, against an increased cost 
of Public Law 201 in the amount of $956,245 for fiscal year 1952 

The higher prices paid for supplies are even more pronounced than 
is the increased pay of employees. After the war the cost of every type 
of article increased. The overall average increase from 1944 was 88 
percent. 
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As a result of the higher prices the unit cost per check would have 
risen year after year, except for the offsetting factor of greater pro- 
duction. In 1946 the production rate per employee was 46,000 items 
per year; in 1948, 19,01 ) items; whereas by 1952 the rate had risen to 
68,000 items. This gain in production has more than offset the higher 
prices paid for salaries and supplies. Yet the rate in any particular 
year may vary over the norm because of conditions in the particular 
year. 

Does that answer your question ¢ 

Mr. Gary. Yes. 

The situation is that notwithstanding increases in the items enter- 
ing into the cost of production, by economies and improved methods 
you have been able to reduce your unit cost of production, which is 
quite an achievement. 

Mr. Banninc. Thank you. I want to say that we did it because 
we have two favorable conditions: (1) Our volume is increasing, and 
(2) we had the op portun ity to employ scientific methods with im- 
proved equipment. The allowance over the 5-year period by your 
committee, which was about $2 million for high-speed electrical equip 
ment, yielded good returns to the Government. 

Mr. Gary. That is what I said. By adopting improved machinery 
and methods you were able to reduce your unit costs, even though 
the items affecting your total costs of production were going up. 

Mr. Canriecp. Mr. Banning, you said you hit it because of two 
reasons. I think there wasa third. That was the will of the leader- 
ship of the Bureau and its employees to do a better job. That need 
sa very important one. 

Do any of your assistants have anything they want to project 
before the committee at this time to he ‘Ip us in our deliberations ¢ 

Mr. Bannina. | should like to say, 1n reduc Ing the cost, our Divi- 
sion staff has worked as a team, partic ularly Assistant Chief Dis- 
bursing Officer Cannon, a Assistant Chief Disbursing Officer Charles 
Q. Bryant. 

We have made some strides. We expect to increase production 
quite a lot this next year. It takes quite a while to get the machines 
rolling. It is something like a fellow who buys a new automobile 
and can’t drive it fast for the first 500 miles and then for awhile 
he drives it pretty slow. We are stepping into pace now. I hope 
our production will keep up. I am sure it will, but I want to see it 
increase. 


e 
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WEDNESDAY, APRIL 22, 1953 


DIVISION OF DISBURSEMENT 


WITNESSES 


R. W. MAXWELL, COMMISSIONER OF ACCOUNTS 


P. D. BANNING, CHIEF DISBURSING OFFICER 
Cc. 0. BRYANT, ASSISTANT DISBURSING OFFICER 


R. E. SMITH, BUDGET OFFICER 


SALARIES AND EXPENSES 


Analysis of ductitons recommended in 1954 budget estimate 
1954 printed budget Reductior re ‘ 
ma 
Activit 
Average verage erage 
; Amount A Amount A if Arr 
positions positions position 
I g paymelr ( 
OY $11 s $1 42, O00 2 2 $10. 696 
1 ings t 8 2 % (M ® ( on 
ota 2, 704 12, O65, O00 LAG 1. OO 2. 68% i] (y 


EXPLANATION OF REDUCTIONS 


Processing payments and collections 


lssuance of savings bonds 

Decrease in personal service costs by reduction of nonoperative functions such as 
inspections, audits and maintenance of various control accounts; a decrease in 
unit cost through increased production rate; and a possible reduction in volume 
due to the overall reduction of Government expenditures \ decrease in other 
obligations through reducing inventories; curtailing travel; and suspension of the 


mechanization program, 


jnalysis of reductions recomme nded in 1954 budget estimates, by object « lassifical 


direct ob gations only 








nal 1454 
Object classification { Reductior budget 
t t ‘ 
Personal services 
Permanent positions SS. USO, O74 $40 $8 { 
Part-time and temporary positior {80, 383 85, 2H 3 
Regular pay in excess of 62-week base 31, B5t $1, Wet 
Payment above hasic rate 44, 102 14 
lotal personal services ), 487, 41 191, 80 8, GOS, ¢ 
lrravel 14.100 6. 000 ® 100 
l'ransportation of things 117, 600 15, 600 } Onn 
ymmunication services 2, 71K 5 1 47, 64K 
Kents and utility services 
pace 2.172 » 
Equipment 340. 328 21. 000 ) 29% 
Printing and reproduction 104, 434 27, 000 77, 434 
Purchase of blank check 512. 866 30). GK {R2. 2¢ 
Other contractual services 69. 600 12. 000 f 600 
Supplies and materials 1, 202, 685 341, 000 st 
Equipment 136, 600 110. 000 2, 60 
I f ind assessment 24, 500 +, 400 19, 600 
lotal appropriation or estimate 12, 065, 000 1, 065, 000 11, 000, Of 
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Mr. Canrrecp. The next appropriation title is “Salaries and 
expenses, Division of Disbursement.’’ The Truman budget called for 
an amount of $12,065,000, with 2,794 average positions. The new 
budget calls for an amount of $11 million with 2,638 average positions, 
a cut in money of $1,065,000 and in average positions of 156. 

REDUCTIONS PROPOSED UNDER REVISED BUDGET 
> ] 


[r. Banning, we will be glad to hear you at this time. 
Mir. BanninG. The reduction of $1,065,000 has been distributed to 


pe rsonal services. $491.800. and to other obligations, $573,200. 
\ cut of $491,800 in personal services necessitates eliminating 156 
positions. This year we have had a favorable record with respect to 


production. We knew it early in the year, and as an incentive for 
work we set aside a reserve of $203,000. We were pretty sure we 
could make that amount. Generally speaking, when those savings 
are set aside, they are impounded or withdrawn from allotments by 
the Treasury budget officer, as they should be. 

As the year went on, production began to increase. We are not in a 
position to tell exactly how the year will end before the income tax 
program is concluded. This year it began fairly early. Our showing 
was more favorable than in any preceding year. 

We believe that the savings this vear will not only be $200,000 but 
mav be in the neighborhood of $500,000, or $300,000 more than 


originally estimated. This amount has been determraed after we 
( xamined our production for March. Also we took into consideration 
the rate at which we are producing in April. At the present time we 
} processt d in the Tht ie¢hborhood of 25 million income tax refunds. 


weve 
That rate leads us to believe that the unit cost this year will be even 
below the figure of 6.3 cents. It will be nearer 6.1 cents per item. 

The revised appropriation estimate of $11 million plus the reim- 
bursable funds of $647,468 will provide a total of $11,647,408 for the 
fiscal year 1954. As the Division will be called upon to process 207 
million items, the average unit cost under the revised budget will be 
$.0560 or about 0.8 cents less than the cost in 1952. 

The estimates submitted for 1954 are going to require the production 
to increase. In 1952 we got 68,000 units per employee. The 68,000 
units takes all the employees into consideration, the chief disbursing 
officer, the supervisors, the operating employees and administrative 
employees. This year we expect that production will go up to 70,000 
or 71,000 items per employee. But on the basis of the funds that 
are being provided for 1954 production will have to go up to 74,000 items 
per employee. That undertaking is going to be quite a job. While 
conditions look favorable, many unforeseen things may happen. We 
are going to try to do the best we can under the revised budget. 

Fair progress has already been made with respect to our curtailment 
of normal operations. We have cut 102 employees from the rolls, 
so that the requirement that we reduce the force by 156 employees 
would leave a further reduction of 54 employees to be made. I think 
that can be done before June 30, 1953. 

Because of the size of the reduction it was necessary to effect cuts 
in other objects of expenditure. We reduced travel from $14,100 to 
$8,100. I am not sure that allowance is going to provide enough 
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I rather think the amount is inadequate. We have disburs- 
officers on foreign assignments It costs considerable money to 
| them over there and bring them back We will have two offices 

that condition prevails Ev ry vear one or the other offic 


cing disbursing officers: maybe both will this vear 


} 


The allotment of $4,000 for that purpose would leave $4,000 for the 
on of 26 regional disbursing offices. That small amount would 
be adequate. However, there is a possibility that we may be 

o eftect avings on other obiects of expendit ire and provide 


additional funds in this respect 


With regard to the transportation of things, the Division reduced the 


e from $117.600 to $102.000. or a reduction of $15.600 Wi 
vitching from the use of express and parcel post in shipping 
chers, to trucks. That change isnot too good, because the trucks 


not handle shipments with the same degree of security and protec- 
that the other carriers do 
On communication services, we have reduced the estimate from 
» 700 to $47.600. or a cut of $5.100 We can effect that all right. 
reorganization of accounting effected some economies in relation 
the transmission of information on expenditures to Washington 
Utility service means the rents of tabulating equipment, both the 
International Business Machines Corp. and Remington Rand. Thi 
Division uses the puncheard check and we have key punching ma- 
chines, tabulating machines, and other equipment suitable for the 


paration of the puncheard check. The use of puncheard checks 
ets savings all along the line. We have reduced provision for that 
ect of expenditure from $342,500 to $321,500. ‘To do this, we are 


taking off some equipment, which will put the units below the normal 


yperating level It Is possible there micht be some delay S, as we are 
oing to reduce that expenditure by $21,000 

Printing and reproduction is reduced from $104,434 to $77,434. 
his is an item we do not have too much control over as it relates pri- 
marily to the use of forms. Some items in there might be eliminated 
In the use of forms we have deleted $27,000 from the original estimate. 

In the purchase of blank checks we have reduced the estimate from 
$512,866 to $482,266, or a reduction of $30,600 

Statement off the record 

With regard to equipment the Division has virtually wiped out 

ir equipment improvement program. We cut the already reduced 
imount from $136,600 to $26,600, taking off $110,000. The amount 
n there barely allows for replacement of breakdowns. Mr. Chairman, 
lat is our story. 

Mr. CanrieLtp. Mr. Banning, having watched you over a period of 
vears, I know that you would not have agreed to these cuts if it 
meant that you had to do a bad job 

The committee will recess at this time briefly to answer a quorum 
callin the House. Thank you, gentlemen 
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Fripay, Marcu 13, 1953. 
BUREAU Or THE PUBLIC DEBT 
WITNESSES 
KILBY, COMMISSIONER OF THE PUBLIC DEBT 
MERRITT, ASSISTANT COMMISSIONER 
HEFFELFINGER, DEPUTY COMMISSIONER 


OBERG, BUDGET AND ACCOUNTS OFFICER 
COLE, ASSISTANT BUDGET AND ACCOUNTS OFFICER 


Rano 
bh pe Y 


ADMINISTERING THE PusLic Dept 


{mounts available for obligation 


1952 actual | 1953 estimate 1954 estima 








Appropriation or estimat $50, 500, 000 $51, 000, 000 $55, 000, 00) 
Transferred from ‘‘Operating expenses, Coast Guard,’’ pur- 
1ant to Public Law 375 542, 000 
Adjusted appropriation or estimate 51, 042, 000 51, 000, 000 55, 000, 00) 
Reimbursements from other accounts 260 
Total available for obligation 51, 042, 260 51, 000, 000 55, 000, 004 
Unobligated balance, estimated savings 187, 198 | 
Obligations incurred oo 50, 855, 062 51, 000, 000 55, 000, 00% 
Obligations by activities 
Description 1952 actual | 1953 estimate | 1954 estimat 
Direct Obligations 
1. Issuance, servicing, and retirement of savings bonds $36, 353, 237 $36, 578, 900 $40, 279, 30" 
2. Issuance, servicing, and retirement of other Treasury 
securitir<s 6, 585, 053 6, 560, 800 6, 887, 5X 
3. Verification and destruction of unfit United States cur 
rene} 728, 231 803, 500 
4. Maintenance and audit of public debt accounts 1, 015, 806 1, 040, 400 
5. Promotion of the sale of savings bonds 5, 568, 190 5, 432, 400 
6. Executive directior 604, 285 5R4. O00 
Total direct obligations 50, 854, R02 51, 000, 000 55. 000. 00K 
Obligations Payable Out of Reimbursements From Other 
iccounts 
2. Issuance, servicing nd retirement of other Treasury 


securities 260 


Obligations incurred KO, 855, 062 51, 000. 000 55, 000, 006 























Object ¢ ficatior 952 i 4 1 
REAU OF THE PUBLIC DEBT 
Summ Hr Sert 
he fnermanent t t 
ui tof other 
jUIVas I 
mber of all emy es 4,839 4, 932 4 
laries and grade 
ieneral schedule grades 
A yerage Salary & “ $2 700 % 
Average grade (y 4 (75-4 ( ‘ 
( fts, protective, and custodial grade 
Average Salary $3. OOR e2 (MWS g WIR 
A ve r ce Cc Pe Cpe cre 
il service obligations 
Permanent positions $18, 132, 7 $18. 524.09 $190 41.9 
Part-time and temporary positions 00, 508 20, 249 29, 249 
Regular pay in exces f 52-week f } 2 724 4s 
Payment above basic rates 708 16. 930 13. 802 
tal personal service obligations ®. 355. 11 18. 653. OOK 19, 260, 60K 
Direct Obligations 
Personal services &, 354, 853 18, 653, 000 19, 260, 60K 
rravel 4 y 423, 370 $22, 47 
lransportation of things 178, RO 178, 693 179, 090 
Col unication services 95, 0 189, TRO RH, TR 
Rents and utility services 755, 133 744, 431 801, 341 
Printing and reproduction 
Engraving and printing 2, 349, 200 2, 675, 40K 
Other 735, 487 7 7 
Other contractual services 126, 887 385, 87 
Services performed by other agencies 
Federal Reserve banks 22, 281, 555 22, 337, 700 24, 973, 40 
Post Office Department 4. O80, 000 4415, OK 
Other 132, 350 76, SSS 276, 588 
& Supplies and materials 526, 206 620 vt 6u0 
” E nent 199, 509 62, 598 74, 544 
:wards, and indernities 1, 195 
laxes and assessments 25, 808 28, 646 31, 44¢ 
Total direct obligations 46, 774, 802 51, 000, 000 55, 000. OO 
Obligations Payable Out of Reimbursements From Other 
iccounts 
Personal services 260 
Obligations incurred 4¢ 74. O62 51, 000. 000 5. 000. 000 
ALLOCATION TO THE POST OFFICE DEPARTMENT 
tal number of permanent positions ti6 
ge number of all employees 42 
Average salaries and grades 
General schedule grades 
Average salary $3, 447 
4 verage grade (is 4.1 
Crafts, protective, and cu 
Average salary $2, 999 
A ver: grade CPC .O 
Personal services 
Permanent positions $144, 484 
Regular pay in excess of 52-week base 536 
Payment above basic rates 1, 904 
Total personal services 147,014 
rravel 75 
Communication services 189 
% Printing and reproduction 18, 332 
Other contractual services 912, 884 
s pplies and materials 23 
) Equipment 1, 333 
raxes and assessments 150 
Obligations incurred 4, O80, 000 
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Obligations by objects—Continued 
( n 1952 actual 
1, 881 
$3. 008 
CPC 
$18 ) 
| 
18, 502, 12 
0 
T ‘ _— s 1. S67 
44 silt 
178, 806 
icat 195, 20K 
ng and 2, 329, 974 
6 or 
ractual ser 4, 272, 497 
I ») IR] 
I Othe Jepa 
1, 195 
snk 25, O58 
t of 0, $54, 802 
hle Out ; eme } 2 Other A ts 
260 
{ irre 1), 855, 062 
} 
i 
inalysis of erpenditures 
1952 actual 
} irt of vear $7, 420, 369 
I i t ea WO, 855, 062 
. 
Ss 131 
ble t 260 
i 15, 920 
ated of i i of T 9, 166, 733 
d hal I 7 fied « account 2 
expel ] 440, O90, 13. 
ar’ 1 { ws 
rrent t ( $1, 745, O11 
riza 7, 344, 122 





1953 estimate | 1954 estim 











4. 932 1 
$3, 790 ¢ 
GS-+4.0 ( { 
» OOS Ss » 

CPC C P¢( 

$18 409 $19 141.9 
29, 249 29 
72 724 : 

16, 930 13,8 
18, 653, 00 19, 26 
8, 643, 000 60) 
3, 370 { 
178, 693 09) 
189. 7 s 
144 $4 
2 200 2 #75. 40 
R77 
887 885, 87 
22, 337, 700 24, 973, 40 
+, O80, 000 4, 415, 0 
76. 588 276. SRS 
3, 620 561, 699 
62, 598 74, 544 
28, 646 31, 44¢ 
1, 000, 000 55, 000, 00 
51, 000, 000 55, 000, 000 


953 estimate | 1954 estimate 


$9, 166, 733 $9, 166, 733 
51, 000, 000 55. 000, OF 
60, 166, 733 64, 166, 733 
| 
i 
| 
9, 166, 733 it), 166, 733 
| 
51, 000, 000 44, 000, 000 
42, 000, 000 45, 000, 000 
9, 000, 000 9, 000, 000 
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JUSTIFICATION OF THE EstIMATES 


Mr. Canriecp. Gentlemen, we meet this morning to hear the request 
f the Bureau of the Public Debt. At this point in the record the 
ual justifications will be inserted. 

Lhe matter referred to is as follows:) 


Analysis of appropriation base for fiscal year 1954 
fegular appropriation, 1953 act $51, 000, 000 
pplemental appropriation for 1953 
Total appropriation, 1953 51, 000, 000 
ctions : 
Activity No. 1: Issuance, servicing, and retirement of 
savings bonds S08, 495 
Activity No. 2: Issuance, servicing, and retirement of 
other Treasury securities 12, 500 
Activity No. 38: Verification and destruction of unfit 
United States currency — 29, 600 
Activity No. 5: Promotion of the sale of savings 
bonds —-—- 15, 000 
Adjustment in base (net) 15. 507 
\ppropriation base for 1954 50, 844, 405 
2 reuse over appropriation base for 1954 ‘. $4, 155, 595 
Appropriation estimate for 1954 55, 000, 000 
Increase or decrease from total appropriation, 1953___- +-4, 000, 000 
Comparison of appropriation base wit! appropriation estimate for 1954 
Appropriation base Appropriation esti cin Si 
for 1954 nate for 1954 ncrease or decrease 
Activi 
A verage A verage A verage 
posi Amount pos Amount posi- Amour 
tions tions tions 
uance, servicing, and retirement of 
i gs bonds 2. 792.8 |$36, 480,405 3,018.8 |$40. 279. 300 2986, ( $3. TOR. 895 
Issuance, servicing, and retirement of 
other Treasury securities 836. 1 6, 548, 300 836. 1 6. 887. 500 QO > 
Verification and destruction of unfit 
United States currency 211.6 errr 911.6 773. 900 
Maintenance and audit of public debt 
vecounts 248, 7 1, 040, 400 253.0 1, 057, 900 4.3 17, 50K 
Promotion of the sale of savings bonds 725.6 5,417, 400 725. 6 $17, 400 
Executive direction 96. 2 584, 000 96, 2 584. 000 
Total 4,911.0 | 50,844,405 [5,141.3 . 55,000, 000 230. 3 4.155. 59. 
istment in base (net +20. 9 +-155, 595 20.9 155, 59 
Total, appropriation 1953, and ap- 
propriation estimate for 1954 4,931.9 51,000,000 (5,141.3 55, 000, 000 209. 4 4, 000, 000 


GENERAL STATEMEN’ 
Pup 


pose of appropriation 
This appropriation provides funds for (1) the Bureau of the Public Debt for 
the conduct of its responsibilities in connection with public debt transactions, 
ncluding such advances to the Post Office Department and reimbursements to the 
: lederal Reserve banks as are necessary for their services as fiscal agents; (2) 
for the United States Savings Bonds Division for its function of promoting sale 
if savings bonds; and (3) for the Office of the Technical Staff which develops 
data for the use of the Secretary in determining financing requirements. 


Changes in savings bonds serics and interest rates 


On April 29, 1952, the Secretary of the Treasury announced a number of 
changes in the United States savings bond program, effective on May 1, 1952 
Briefly the changes are as follows: 
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1. United States savings bonds, Series E.—The schedule of redemption valu 
With respect to series E bonds issued on and after May 1, 1952 has been improves 
to give a higher return in the earlier years, and the overall interest rate has be: 
increased from 2.) to 3 percent compounded semiannually. The interest rate 0) 
the E bonds maturing after May 1, 1952, has been raised also to 3 percent, con 
pounded semiannually, during the extension period after maturity. In addition 
the annual limitation on E bond purchases has been doubled, and is now $20,000 
maturity value 
2. United States savings bond, series H.—This is an entirely new series, di: 
signed as a companion to series E, and will be promoted along with the series | 
bond. It is a current income savings bond on which interest will be paid by check 
semiannually, on a graduated scale of rates related as closely as possible to th 
EK bond scale. It is issued and redeemed at par, and is sold only to individuals 
Annual purchasers are limited for 1 subscriber to $20,000 maturity value. 

3. United States savings bonds, serics F and G.—These 2 series were disco 
tinued as to further issuance, effective May 1, 1952, although service and redem) 
tion functions will of necessity continue actively for another 12 years. 

1. United States savings bonds, series J and K.—These two series replace the 
series F and G, respectively, and differ primarily from the old series in their 
higher interest yield schedules. The combined annual purchase limit for series 
J and K is $200,000, as compared with $100,000 for Series F and G. 


Program for 1953 and 1954 


The 1953 program is being presented on the basis of a conservative estimat: 
of the maximum number of issue and retirement transactions that can be com 
pletely processed with the funds available for the fiscal year, and is substa) 
tially the same as the program of work processed in 1952. 

Actual experience as to savings bond retirements shows, however, that the 
Bureau may be expected to handle a volume considerably in excess of the volum« 
that it is now estimated can be completely processed with available funds. Rex 
ords for the first 4 months of the fiscal year substantiate this anticipated increas: 
and the charges of the Federal Reserve banks for their services and fees paid 
to paying agents are considerably in excess of the allotment provided for suc] 
purposes, based on the revised 1953 program. The increase in the number of 
bonds being redeemed this year as against 1952 is attributable to the larger 
number of bends reaching maturity. 

It may be reasonably expected that unless additional funds are made avail 
able during fiscal year 1953, the backlogging of large volumes of work will be 
necessary, Which will result in greatly increased costs of handling in the future 
The Bureau of the Public Debt will, of course, continue to make every possible 
effort to streamline its procedures and increase the efficiency of operations, in 
order to keep such backlogs to a minimum. 

The program for 1954 for the issuance, servicing, and retirement of securi 
ties as contained in these estimates will provide for the processing of 6 million 
additional savings bond issues, 14.2 million additional savings bond retirements 
500,000 additional issues of regular Treasury securities other than savings bonds, 
and approximately 600,000 additional retirements of such securties over and 
above the quantities that can be processed within the 1953 appropriation. The 
funds requested for 1954 will not provide for the handling of a greater volume 
of work than is contemplated by these increases. Introduction of the new series 
of savings bonds with more attractive terms and better interest rates, and more 
intensive promotion, appear quite likely to cause even further increases in 
work volume. Since the full extent of such anticipated increases cannot be 
accurately predicted this far in advance of the 1954 program, conservative esti 
mates are being used for budget purposes. 

The program for the promotion of the sale of savings bonds calls for a con 
siderable increase in effectiveness during fiscal 1954 with no increase in funds 
The program for currency redemption contemplates the handling of an increased 
number of units with no additional funds requested. The program for the re 
maining activities remains substantially the same. 

An appropriation of $55 million is requested for the fiscal year 1954, an in 
crease of $4 million over the amount available for 1953 and an increase of 
$4,155,595 over the base for 1954 established by deducting from the funds avail 
able for 1953 certain nonrecurring items. 

No funds are included in this estimate to pay for within-grade salary ad 
vancements required by law. 
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agement tinprovement program 
The management improvement program of the Bureau is continuing to be 
fective. In the fiscal year 1952 improvements were completed that will save 
estimated $344,000 on an annual basis, and these improvements have been 
iken into account in adapting the 1953 fiscal year program to the funds 
propriated. 


EXPLANATION OF ESTIMATES BY ACTIVITY 


1. Issuance, servicing, and retirement of savings bonds 


\ppropriation base for 1954 _ $36, 480, 405 
iiget estimate for 1954 i 40, 279, 300 
Increase over base 3, TOS, SO5 


The volume of work to be performed under this activity stems primarily from 
e sale and redemption of savings bonds. The workload base cannot be con 
led by the Bureau of the Public Debt, but is dependent on the sales, service. 
| redemption functions the Bureau is called upon to perform. Bonds must be 
ted and distributed, and issue records established. Upon redemption of the 
is, the paying agents must be reimbursed and retirements recorded. Also, 
stolen, or destroyed bonds must be replaced; semiannual interest checks 
ssued on three different series; safekeeping facilities provided when requested ; 
d savings stamps issued and retired. 
Che estimates of fund requirements under this activity are normally based 
the best estimates obtainable as to the volume of savings bond issues and 
rements to be experienced, including such service transactions of the pieces 
utstanding as are required. They also take into consideration such factors as 
he effectiveness of the sales promotion programs, the normal volume of bonds 
eing redeemed before maturity, and the percentage of matured bonds likely 
he presented for redemption, notwithstanding the automatic extension plan. 
the fiscal vear 1953 program, however, the volume originally estimated for 
ich of these functions has been reduced and adjusted to reflect the maximum 
umber of transactions that can be processed within the appropriation of $51 
ior Current estimates, particularly as to retirements, which are influenced 
vy the increasing number of maturities, indicate that these figures may be low 
nd that the Bureau will be called upon to handle a larger volume. Should the 
etirements of savings bonds reach the volume in both the fiscal years 1953 and 
1954 that now seems possible, it is likely that not only will the funds available 
for 1953 be insufficient to maintain operations on a current basis but that the 
estimated requirements contained herein for fiscal 1954 will be considerably 
below actual needs 
Since there are so many factors which affect the sale and retirement of savings 
mds, such as the increasing effectiveness of the promotion programs, condition 
of the securities market generally, and the general economic condition of the 
ountry, it is not possible to predict accurately so far in advance the exact vol- 
une of work to be processed. The most conservative estimate of the volume has 
een used as a basis for estimating funds for 1954. If later experience proves 
that these estimates do not provide sufficient funds to meet essential require 
ents, a supplemental estimate will be prepared and submitted in order to pre 
ent the accumulation of backlogs. Such backlogs have proven in the past to be 
not only costly to clear but a hindrance to providing proper and timely service 
0 hondholders. 
The following table compares the actual figures for the fiscal year 1952 with 
he estimated volumes of issues and retirements that can be processed with the 
ivailable funds in 1953 and those requested for 1954: 
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; j y } / ’ f ' } ] 
Ve é ng or processed or lo be processed within funds available or estima 
‘ estimat Pot ty ‘ 
Actual, 1952 Estim : Estima 
1¥53 1954 
S15. O57 75, 000, 000 SO, OO 
K 406, 512 Om, OO 1, 
iH 500. 000 1, 00 
{ iO 76, 000. 000 QR? (KH 
rth l x 679, 97 +, 000, OOO s, OOO 
76. 991. 544 79. 000. 000 85, On 
\ 76. 70) (2 75, 000, 000 RR Ri 
A 4. JOR 1, OOD, 000 (yf 
7 1), 510 76, 000, 000 oO. 30 
etl re su 1M , et 1 876, 970 5. 200. 000 ~\ 
89 467.48 81 WO ) » 


The opera ns of the Bureau during the fiscal year 1952 were performed 

rent basis It was necessary to curtail the numerical sorti 
ond stubs for a time due to an apparent inadequacy of fun 
again been resumed. A small backlog has accumulat 
in the filming and destruction of redeemed bonds but has not reached seri: 
proportions 





The following tables set forth the number of items for processing with 
available funds (appropriated or estimated) in the fiscal years 1953 and 195 


and the actual quantities processed in 1952, and the distribution of such fund 











Vo ) f ) “a f i} ! { { st] a} wytan fom ; 
me ¢ ork, cle ed DY Mm HNCLLONS Within each parirerpating organiza 
in prece 

1952 actual | 1953 estimate | 1954 estin 
6, 435, 908 6, 500, 000 7. MK 
84, 339, 360 81, 560, 000 90, 000 
304. 658 300. 000 si 
te Tr 67, 738, 461 71. 500. 000 77, 000, 0 
8, 201, 198 9, 000, 000 10, 500 
ping 1, 478, 030 1, 525, 000 l 2 
ue nd replacement 5, 424, 686 6, 000, 000 6, 000 
77. 207, 026 75, 000, 000 38, SU 
1, 610, 802 1, 700, 000 1, 700 
889, 071 1, 000, 000 1, 5O 
e has 74, 803. 443 73, 300, 000 85, 113 
é 569 76, 000, 000 82, DOL 
510 76, 000, 000 90, 300 
ms 312, 853 331, 000 331 
8. 550, 528 8, 300, 000 9, 300. 
med 1, 186, 131 1, 100, 000 1, 600 
98. 408 90, 250 | RR | 
153, 896 162, 700 167. 
Operatior nvolved in numerical sort and filming of stubs were discontinued for major part of year 
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participating organization 
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Office Department 
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| Yflice De é 1, 08 { . 
i t er \ 
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Within the funds included in this estimate, costs for the activity are distri 
las follows: 
Summary b J object class 
Ay i 
LPI 
al service $0. 429 ¢ R5. GOK Re ~ 
SA RAE 
f ft} 4 an’ 244 
inieation service 
nd utility service 658, 730 730, 64 
und reproductio 
I iving and printir 2 042, 106 2 206. 800 
he F 120. 114 14¢ 4 ‘ 
yntractual ti 2 41 21 41 
of other 
ieral Reserve bank 19 0 29 (01. 20K 2 470. 500 
t Office Department 4. ORO, OOK 4, 415, OO 
and material ! $24, 24 48 
ent ) ) x4 
id asse it 4 2 SOX 
»tal obligatior 6, 480, 4¢ 4 » 30 TaN & 


EXPLANATION OF INCREASES BY OBJECT CLASS 


Personal services 


In connection with the estimated increase in processing of savings-bond issues 
mounting to 6 million pieces, in retirements amounting to 14.3 million pieces 
nd in interest check issues amounting to 1 million pieces, an increase o 


St 3 is requested which will provide 226 additional average positions 





b>? 
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Transportation of things 
An increase of $397 is requested, representing the cost of shipping an additiona 
carload of redeemed bonds to the contractor for maceration. 


Rents and utility services 


Under this item is included an additional $38,700 for rental space for the 
Chicago Regional Office of the Register. This office has occupied space in the 
Merchandise Mart under a GSA nonreimbursable lease. Such space is not pro 
vided for from GSA funds, and the cost for 1953 is estimated at $54,300 for 31,000 
square feet for 7 months at $3 per foot. On a full-year basis the cost is $93,000 
an increase of $38,700. 

In addition, $33,210 is requested for tabulating equipment for use in connection 
with the increased workload. 


Engraving and printing 

The Bureau of Engraving and Printing furnishes the bonds, savings stamps, 
and interest checks required under this activity on an actual cost-reimbursement 
hasis. The following table indicates the printing requirements for 1953 and 1954, 
and reflects an increase of $164,700 in the latter vear 





195 1954 
Volume Cost Volume Cost 
av he 78, 559, O80 $2, OOR, 716 84, 719, 320 $2, 168, 14 
Savings st I 85, 130, 000 10, 984 8Y, 940, 000 11, 66 
nterest check & 800. 000 29 400 10, 600, 000 27. 00) 
Total cost 2, 042, 100 | 2, 206, 80K 
Increase 164, 70 


Printing and reproduction 
The increased volume of savings-bond transactions in 1954 will require addi 
tional printed forms, estimated to cost $20,280 


Federal Reserve bank reimbursements 

The Federal Reserve banks and branches are reimbursed from this appropria 
tion for services performed in the custody of unissued stocks of United States 
savings bonds, the shipment of stocks to issuing agents, the processing of regis- 
tration stubs subsequently received, the processing of spoiled bonds, the main 
tenance of safekeeping facilities for the public, and the maintenance of issuing 
igents’ accounts. Original issues are also made by the banks, as well as the 
functioning of reissues and replacements, and listings by serial numbers of 
bonds issued are prepared for the Bureau of the Public Debt. 

\s to the retirement of United States savings bonds, the banks maintain 
paying agents’ accounts, process all bonds retired either through the paying 
agents or presented directly to the banks, and mechanically prepare listings 
of serial numbers of redeemed bonds by denomination for the Bureau of the | 
Public Debt. The banks are reimbursed for fees paid to qualified paying agents 
at the rate of 15 cents each for the first 1,000 bonds redeemed in a calendar 
quarter and 10 cents for each additional bond over 1,000 in the same quarter. 

An increase of $2,470,500 over available funds is indicated for 1954, made 
up as follows: 


Estimate, Estimate i 
1953 1954 
| | 
| | 
Ser es De! med by bank I ndling public debt transactions $10, 396, 300 $11, 469, 30% 
Paying agent fees paid to authorized agents 9, 134, 400 10, 531, 900 
tal 19, 530, 700 22, 001, 200 


Amount of increas 2, 470, 50! 


") 


15] 


ances to the Post Office Department 


lhe purpose of these advances is to reimburse the Post Office Department for 
the cost of selling savings bonds and stamps, and certifying bonds for redemption 

first- and second-class post offices 

The volume estimates, and costs determined by the cost ascertainment pro 
edure of the Post Office Department, are reflected in the following table: 


1 Es ate Estimate 
) 
Actual, 1952 19 1984 
ale 
} ces 6.4 GOR 6, 500, 000 7. 000, 001 
I cost By] 038 $0. 49337 1). 49 
Total cost $3. 284. 759 $ 107. 000 $3. 454. 00K 
p sak 
"1eces 84, 339, 360 81, 560, 000 90, 000, 000 
t cost $0.01142 $0. 01052 $0 
otal cost $963, 15 $858, 000 $946. OM 
1 certifications 
ces $04, 658 100, 000 300, OOK 
) SO (MM $0. O500K fi () 
i] cost $ $1 iM $ un 
Total requirements $4, 263, 147 $4, 080, 000 44 41 un 
Absorbed in postal deficit $183, 14 
Total $4, 080, 000 $4, 080, 000 $4, 4 00 
int of increast $335, OO 


Supplies and materials 

An amount of $48,079 is included for the cost of additional office supplies and 
materials, microfilm, photographic supplies, and related items. 
Equipment 

The purchase of equipment has been drastically reduced in 1953 and 1954 to 
permit the procurement of only the most essential items. The following table 
indicates the estimated equipment purchases for 1953 and 1954: 


) 1954 
Number ( t Number ( 
tub file cabinets 124 $24, 800 
nerical register racks 60 201 
( om $500 
ewriters } 40 
tee] trucks l 1,12 
film duplicator 6, 200 
tometer 200 
t str htener 50 
{iscellaneous 2, 05 
i reference books 535 { 
Total 13.9 ) 
et increase 21, 84 


The wooden stub file cabinets acquired during World War II and presently 

use are deteriorating rapidly, due primarily to being moved frequently A 
definite replacement schedule should be started shortly, since many of the present 
cabinets will be totally unfit for use by the end of 1955. While a reasonable 
program would provide for the replacement of 820 of the cabinets in 1954, only 
124 are included in this estimate. 
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res and assessments 

The appropriation is charged with contributions under the Federal Insuranc 
Contributions Act in an amount equal to that deducted from the salaries of ten 
porary personnel Some increase is anticipated in the number of personne 
serving under temporary appointments and $2,800 additional is included fi 
such taxes. 


> 


Tssuance, servicing, and retirement of other Treasury securities 


\ppropriation base for 1954 $6, DAS, 30K 
Budget estimate for 1954 6, SST, 500 
Increase over base 339, 20 


This activity includes the operations incident to the issuance and retirement 
f all public-debt securities other than savings bonds, the issuance of interes 
hecks, the conduct of authorized transactions, and the verification of paid 





nterest coupons. The work volume estimated hereunder is based primaril 
n the assumption that maturing or callable issues will be replaced with lik 
securities in similar denominations, and indicates some increases in 19538 an 
954. The following table compares the estimates of the number of pieces to be 


ssued and retired with totals for the fiscal year 1952: 


d52 1953 1954 
= 3, 796 1, 500, 000 2 O00. ( 
O85, 189 1, 131, 000 1 131. 
tai issue 2, OSS, OS 2? 631, 000 4, 131 
edem ptios 1, 952, 166 1, 452, 000 2 105, 00 
XCRANZCS, Call et 922, 567 950. 000 ORO. (My 
: 2, 874, 733 2 402, 000 2 055. 


Che costs for the activity are distributed as follows: 


Summary by object class 








Apprey 1 Estimate Fe 
on bast 1954 ncrease 
1954 
“ $3, 10 $3, 107, 900 
t 8 575 
20, 647 
R 58, 964 
: ' 
507, 100 468, 600 $161, 500 | 
28, 564 28, 564 | 
3, 411 3,411 | 
2. 794, 500 2, 972, 200 177, 700 
156, 715 156, 715 
: 32. 662 32, 662 
Equipment 15, 766 15 
l é ' 1, 372 1, 372 


ital oblizatior 6, 548, 300 6, 887, 500 339, 200 


EXPLANATION OF INCREASES BY OBJECT CLASS 


i ngraving and printing 

An increase of $161,500 is requested for the printing of the additional securities 
estimated to be required for issue in 1954. The printing program for the fiscal 
\ears 1953 and 1954 is estimated as follows: 


153 
oy 
I 5 
Estimate 195. Est : 4 
The 
$ Juar ( Q ( 
} is 841, 000 £189. O69 1. 496, OO $3 223 
rt 240, OO OF}, SE 160, O04 ] 11 
tes 15. 000 5D 190, 000 1, 878 
w. OOM 6, 92. 1, 000, 000 6H, G25 
th ‘ cates of indebted 00. 684 24.919 10, OOF 24, SUS 
5K heck 640. 600 | ( 646, 550 1, 768 
ita ( ( 468. 600 
{) 1S +161, 500 


leral Reserve bank reimbursements 
(he Federal Reserve banks perform reimbursable operations chargeable to 
ictivity similar to those discussed previously under the “Savings bonds” 
. vitvy. Their services include functions relating to the issuance, exchange, 
retirement of all types of securities. 
lo handle the estimated increases in security issues and retirements, amounting 
19 and 25 percent, respectively, an additional amount of $177,700 will be needed, 
de up as follows: 


ur i $546, 200 $439, SOL $93, 600 
hanges and transfers 1, 249, 001 1, 249, 000 
redemptior 684. 900 69. 00 84.100 
x and loan counts ( OE 
1 to paying agents for redeeming Armed Forces lea 
l 12, 5 
2, 794 972, 201 ( 


8. Verification and destruction of unfit United States currency 


\ppropriation base for 1954 
dget estimate for 1954 





Increase over base_ 


\s the United States currency in circulation flows through the Federal Reserve 
iks, the currency unfit for further circulation is sorted out for return to the 
rreasury. The unfit currency is cut in half lengthwise, packaged in straps of 100 

eces, 40 straps to a bundle. The upper halves of the notes are sent to the 
iffice of the Treasurer of the United States and the lower halves to this Bureau. 
rhe following table indicates, in number of pieces, the program of currency 
) erification estimated for 1954 as compared to 1952 and 1953: 


' : ad ( t 
tart of veas Receive \ 
- - | — 
actual | 57, 548, 000 1, 276, 500, 489 1. 267. 209. 752 
timate f | 66, 748. 737 1. 510. 000. 000 1. 510. 000, 000 
4 estimate | 66, 748, 737 1, 550, 000, 000 1, 540, 000, 000 


Che $1 notes, with the exception of small lots and badly mutilated bundles, 
re verified by electronic counters, the balance including all the higher denomina 
on notes being verified manually. It is estimated that 71 percent of the total 

pieces will be electronically counted in 1954. 

No increase is requested for 1954. The costs for the activity are distributed as 

ollows: 
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Summary by object class 


A ppropria- 
tion base, 





Estimate, 


Increase 


1945 1954 

Personal servi $717, 000 $717, 000 
Travel 325 325 
sportation of thin 3, 500 3, 500 
Communication service 1, 822 1, 822 
Rents and utility service 189 189 
Printing and reproduction 3, 468 3, 468 
Other contractual service 493 493 
Services of other agencie 40, 354 40, 354 
Supplies and mater 5, 386 5, 386 
Eqvipment 1,031 1, 031 
Taxes and assessm 332 332 
Total obligations 773, 900 773, 900 


, 


Appropriation base for 1954 
Sudget estimate for 1954 


j. Maintenance 


and audit 


of public-debt accounts 


$1, 040, 400 
1, 057, 9O0 


Increase over base 17, 500 


This activity covers the operations of the Division of Public Debt Accounts 
and Audit, which maintains administrative control accounts over all securit 
transactions with which the Bureau of the Public Debt is charged, and related 
transactions conducted by the Treasurer of the United States. Federal Reserv: 
banks acting as fiscal agents for the Treasury, etc. The Division also makes 
administrative audits of transactions and the securities involved. It conducts 
a continuous audit of work in process in the Bureau of Engraving and Printing 
audits currency stocks, cash balances in the several divisions of the Treasure: 
of the United States, collateral securities held in trust by the Treasurer, and pe 
forms other audits assigned. Control accounts are also maintained 
engraved plates used by the Bureau of Engraving and Printing, and an audit of 
the plates is made annually. 

The costs for the activity are distributed as follows: 


as 


ovel 














Summary by object class 


A ppropria 





Estimate, 





tion base, 1954 Increase 
1945 
Personal services $986, 600 $1, 000, 000 $13, 401 
Trave 964 964 
Transportation of things 225 225 
Comnuiunication services 4, 786 4, 786 
Rents and utility service 1, 508 1, 508 
Printing and reproduction 6, 459 5, 459 
Other contractual servic 2, 902 902 
Services of other agenci« F 406 
Supplies and material 5, 324 
Equipment 5 9, 669 4,10 
Taxes and assessments 657 657 
lotal obligatior 1, 040, 400 1, 057, 900 17 
EXPLANATION OF INCREASES BY OBJECT CLASS 


Personal services 


An of 


increase 


1.3 man-years costing $13,400 is requested for the Chicago 


Office of the Division, and is required because of an increase in account postings 


to be made and bond issue 


increased 


stubs to be audited. 
volume of savings-bond issues estimated for 1954. 


These increases stem from the 
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iprne nt 


\n increase of $4,100 is requested to permit the replacement of the following 
i machines: 


Bookkeeping machine $3, 200 
Calculator 750 
lypewriter 150 

Total 4,100 


5. Promotion of the sale of savings bonds 


\ppropriation base for 1954 $5, 


4 1) 
dget estimate for 1954 5, 4 


, 400 
Increase over base 


rhe United States Savings Bonds Division promotes the sale of defense bonds 
d stamps to the general public. The broad objectives of the program are as 


WS: 
1 (1) To maintain a wide distribution of the national debt. 
OW (2) To sell savings bonds to the public in amounts that will offset matu- 


rities and redemptions and insofar as possible provide funds for retiring 

mK bank held debt. 

(3) To aid in combating inflation by draining off excess purchasing power 

(4) To promote thrift and thereby create future purchasing power. 
During the fiscal years 1953 and 1954 the program for this Division will be 
eefold: (1) to get more people to buy bonds; (2) to acquaint the people with 
e new and advantageous changes made in the terms of bonds; and (3) to 
courage established buyers to hold maturing E bonds for an additional period 
to 10 years, 


rve +} 


re Getting more purchasers 


1 a) Payroll savings plan.—Despite major labor disruptions at the close of the 
vel fiscal year 1952 there were 7,500,000 people purchasing bonds under the payroll 
of ivings plan. This, compared with 5,800,000 purchasers at the end of the fiscal 
ear 1951, reflects an increase of 1,700,000 or 29 percent. 
During each of the fiscal years 1953 and 1954, the Savings Bonds Division, 
through continued industrialwide drives and with the assistance of volunteer 
nittees at all levels expects to surpass the 1,700,000 participants added during 
iscal year 1952. 


B. Bond a month plan 


rhis market includes the professional and self-employed group, such as doctors, 
entists, lawyers, accountants, architects, small merchants, and shopkeepers, etc. 

An intensive campaign will be carried on during the fiscal years 1953 and 

v4. There are being recruited some 750,000 women volunteers throughout the 
United States who will contact in the neighborhood of 5 million of these pro 
essional and self-employed people with a bond-a-month sales message. It is 

ped that at least 1 million bond-a-month customers can be added during ‘this 
ampaign. 
C. Farm program 

Great strides have been made with the American farmer. According to the 
992 balance sheet of agriculture, farmers hold $20.5 billion in liquid assets, 
‘o.3 billion of which are held in United States savings bonds. 

Every effort is being made to bring as many farmers as possible under our 

savings plan for accumulating reserves for replacement of wornout 

nechanical equipment such as tractors, trucks, combines, ete. This will be 
complished by a year-round campaign following the peak market season for 

jor crops in each region. 


yo 


2 


he ), School savings program 


\t the end of the school year 1951-52 there were approximately 4 million 
udents participating. This, compared with approximately 2,500,000 under the 
rogram at the close of the 1950-51 school year, reflects an increase of 1,500,000 
tudents. 

It is our goal to continue this healthy growth of student participation, and 

(during the school years 1952-53 and 1953-54 it is hoped that at least an 
dditional 4 million pupils will be added to the program. 
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E. Vhe investor market 


The new H, J, and K bonds have opened a tremendous market for larg: 
individual investor insurance companies, pension-fund trustees, treasurers 
State and local governments, etc 

\ concentrated program built around the utilization of volunteer committees 
ituted to reach these investors effectively, and it 
anticipated that sales to the large investor Classes will be substantially increase 
during the fiscal years 19538 and 1954. 








in each State has heen inst 


Informing publ of changes n terns of tonds 

As of May 1, 1952, the terms of savings bonds were changed. <A long-ran 
educational program is necessary to acquaint all the people with these changs 
Every endeavor will be made through extensive radio, television, newspape 


magazine, an ther media of advertising a! publicity, as well as by continuot 
personal contact, to inform the public of the new bond terms and the advantag: 
they offer 


BEneouraging established buyers to hold maturing E bonds 


The Savings Bonds Division has been very successful in its campaign 

g maturing FE bonds to hold them for an additiona 

period Through the continuation of this program it is hoped that at lea 
70 percent of the approximately 145 million E bonds, approximating $11 billio: 





encourace people possess 


muturing during the fiscal years 1953 and 1954, will be extended for an addition: 
period In maintaining a healthy economy, the retention of past savings is 
equally important as a high level of savings out of current income 


Statstistical data reflecting the results of the promotional activities of th 
Division are indicated in the following table 





Sales by fiscal yea 
At i n thou i 
I I ( H J kK 
) (0), SRF », O48 {2.8 
&8 { 4655, 43 ) 
) ‘ Q ) 20 9 560 ") 
)48 } t 18 1% 440 { 
) 4, 278, 4 1 ) a2 
) 2.8 ) 148, 430 f 
) ) { , Oy 14 
59 ‘ ) 17, ORD 422 40, 006 4, 093 85,8 2 
lota ( . ‘ 4. 957 { 93.437. 754 .0. 006 24,003 RA R53 43 
Ser Fand@G lu $1126 million in 1919 1 $929,550,000 in 1951 sold during special offerings. wh« 
W ( tut i ( 
Nove Seri I Fk (i were first offered May 104 F and G were withdrawn from sale a 
May 1, 1952, and ser J and K were offered as of that date. Scries H were offered for sale starting Ju 


The cost for the activity, reflecting no increase for 1954, is distributed 


follows 





Summary by object class 
Appropriation | yp 
ye ot 1954 Estimate, 1954 Increase 
Personal services $3, 800, 790 $3, 800, 700 
400 OOO 400, 000 
ansportation of thin 86, 500 86, 500 
{ inica ( 95, 450 
1 utilit er ‘ 1, 750 
} t id ) 000 
( r reac er 5) 
ipplic i mate i 5, 000 
Equipment 10, 000 10. 000 
j ¢ ents 7, 590 7, 509 
i 417, 400 5, 417, 400 
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B.recutive 


direction 


al . s 
propriation base for 1954 S584, OOO 
vet estimate for 1954 oS4, OOO 

; Increase over base 
it | activity includes the staff of the Commissioner of the Public Debt per 
‘ g overall administration of Bureau activities; preparing documents 


to new offerings to the public 














directing the handling of subscriptions 


the establishment 


and 


| lotments of securities issued: and of policies t 
enance of supervision over the operations of the Burea Also included 
e services of the technical staff which prepares material needed by the 
poe iry in the field of Federal financing and the management of the public debt 
Dp he Federal debt amounted to $267.4 billion as of November 30, 1952 Pub 
l operations of the magnitude involved in the management of such debt have 
is aching effects not only on the finances of the Government, but also on 
ent operations and financial plans of most of the country’s banks 
ince, and investinent institutions, as well as business organizations d 
private investors throughout the Nation. The position in world affairs 
ed by the United States at the present time means, furthermore, that 
relating to’ “asury policy have an impact which is felt through 
! Policy decisions in the field of public-debt management must be based 
e Ios searecning an ilvsis of the data relating to each possible COUTSt I 
i This calls for great amount of continuing technic work in ord 
each deeision may be appraised from the point of view of its effect o 
t al welfare, as well as on the finances of the Government itself 
costs for the net reflecting no increase for 1954, are distributed as 
N ma hu obve clas 
A} tior I i : 
I 
‘ 1 { ; 
\ $549. 100 $549, 10 
i ur 
lity & 20 & 0) 
product SS S82 
yetual service 9 FY 9’ 52K 
er agen { 1 
ind material 1 OR ) OR 
‘ 5 Is 
i bligatio 84, 000 584, OOK 
Ant sis of direct and indirect obliqatio by activity 
\ ‘ ate, 1954 
A ty 
) Ir ect of Total 
ALO gatio 
1 Servicing, and retire ent of savings bon S38 44 $ 503. 864 $4 ) 30K 
rvicing, and retirement of other Treasury secu 
6, 146, 31¢ 741, 184 R87, 50K 
f tion and destructio funfit United States currency t 153 0, 74 OK 
1 tenance and audit ublie-debt accounts 176, 20: 81, 697 057, GOr 
of the sal S t 417, 406 417, 400 
i u lire 575, 07 8 923 84, OOK 
) 2 567, 58 2 432 41 5 000. OO 
In arriving at the total estimate for each activity, it was necessary to prorate 
rtain costs amounting to $2,452,415, or 4.4 percent of the 1954 estimate ($55 





1hlOn ). 


nd Chicago, such as purchasing, personnel, payroll, and vouchet 
n Chicago for 


miscellaneous-ob ject expense 


which it 


The prorated items include the overall administration 


not 


in Washington 
audit functions 
feasible to maintair 
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rvccounts by activity; and costs in the Division of Loans and Currency in Was! 
ington in which operations are conducted under the first three activities. I, 
the latter Division, units handling security stock process both savings bonds and 
regular Treasury issues 
Proration of administrative costs was based on the number of personne! 
charged to each activity in the organizations over which administration is exer 
ised, and the same method was used to allocate miscellaneous object expense 


which was not susceptible to direct allocation. Work volume was analyzed in 
} 


the units in the Division of Loans and Currency, Washington, handling both 
types of securities, proper weight being given to variations in time involved in 
processing savings bonds and regular issues where there are such variations, and 
the costs distributed on the basis of the number of personnel required for each 
activity. 

Mr. Canrietp. We have before us as witnesses. Mr. E. L. Kilby. 
Commissioner of the Public Debt; Mr. D. M. Merritt, Assistant Com 
missioner; Mr. R. A. Heffelfinger, Deputy Commissioner; Mr. R. E. 
Oberg, budget and accounts oflicer; and Mr. H. B. Cole, assistant 
hudget and accounts officer. 


GZENERAL STATEMENT 


Mr. Kilby, do you have a statement you would like to make at this 
time ¢ 

Mr. Kiitpy. Yes, sir: I have, Mr. Chairman. 

Mr. Canrietp. Will you proceed, please. 

Mr. Kinsy. Thank you, sir. 

Mr. Chairman and members of the committee, we appear before you 
today to discuss the appropriation requirements of the Bureau of the 
Public Debt for 1954. Our administrative expenses are charged t 
the appropriation “Administering the public debt.” and stem pri 
marily from the number of security transactions we are called upon 
to process. 

The Bureau of the Public Debt performs the administrative work 
in connection with the management of the public debt. This includes 
the preparation of offering circulars, instructions, and regulations 
pertaining to each issue, the issuance of securities and the conduct or 
direction of transactions 1n outstanding issues, the final audit and 
custody of retired securities and interest coupons, the maintenance ol} 
control accounts over transactions in the debt, as well as individual 
accounts with owners of registered securities, and the payment of 
interest by check to the holders of registered securities. The Bureau 
also audits redeemed United States paper currency and supervises it 
destruction, 

In the discharge of many of these responsibilities, the facilities of 
the Federal Reserve banks and their branches, and the Post Office 
Department are utilized on a reimbursable basis. In addition, there 
are about 21,000 other qualified agents throughout the country who 
issue savings bonds without reimbursement for their services, and 
about 17,000 qualified agents who pay savings bonds on a fee basis. 
The fees are charged to our appropr lation. 

Two principal offices of the Bureau are maintained—one in Wash 
ington, where functions relating to the issuance, servicing, and retire 
ment of public debt securities, except those relating to savings bonds 
following their issuance to the public, are performed. The other office 
is located in Chicago where all matters relating to savings bonds afte: 
their issuance are functioned. In addition to the 2 principal offices, 
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regional field offices, located in New York, Chicago, and Cincinnati, 
are maintained for the purpose of auditing redeemed savings bonds. 

lhe requirements of the United States Savings Bonds Division are 
also met from the appropriation “Administering the public debt.” 
(hat Division promotes the sale of savings bonds and provides services 
to the large volunteer organization engaged in the promotional work. 


PROGRAM 
INCREASED REQUIREMENTS FOR 1954 


The estimate of appropriation for 1954 of $55 million represents an 
crease of $4 million over the amount presently available for the 
rrent fiscal vear. .\ supplemental appropriation of $750,000 for our 
se during the current year has been approved by both Houses. If 

s enacted the increase for 1954 will be $3,250,000. The major por 
tion of the increase is required for the savings bond program. In 
954 it is estimated that issues will amount to 85 million pieces and 

tirements to 95.5 million, an increase of 6 million issues and 14.5 

llion retirements over the 1953 workload. 

During the first 7 months of the current fiscal year sales of savings 
bonds showed an increase of almost 10 percent 1n number of pieces 

er the same period in 1952 and we feel that further increases can 
e expected, particularly with respect to E-bonds, as the public becomes 

ore familiar with the better investment features these bonds have 
had since May of 1952. 

With respect to retirements, the increase in 1954 is attributable pri 
marily to heavier redemptions of matured E bonds. When we pre- 
sented the estimate for 1953 a year ago, we felt that, under the auto- 
matic extension plan authorized by Public Law 12 of the 82d Con 
gress, about 60 percent of the maturing bonds would be retained by 
their owners and 40 percent would be presented for payment at or 
shortly after maturity. Our present experience is that about 70 per 
ent are being held and only 30 percent preserted for payment. This 
s probably the most favorable point in the extension program, and 

ie percentage of redemptions should rise again as the volume of 
extended bonds increases. Considering that about 78 million pieces 

ll mature in 1954 as against 28 million in 1952 and 68 milhon in 

953, we believe that an estimate of 9514 million savings bonds to be 
retired in 1954 is conservative. 

An increase of about $300,000 for the handling of other Treasury 
ecurities in 1954 is being requested to enable us to process increases 
of about 500,000 pieces in issues and 650,000 in retirements above the 
1953 workload, 

No material « hange is estimated under t he other activities conducted 
by the Bureau. 


MANAGEMENT IMPROVEMENT 


The Bureau of the Public Debt has continued to prosecute its man 
agement improvement program vigorously. During 1952 improve 
ments were completed that will save an estimated identifiable $344, 
00 annually. Forty-six separate projects on which savings can be 
dentified were completed during the year with savings ranging from 
S100 to $40,000 annually, Twenty-one other projects were completed 


1734 
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in which, while monetary savings were undoubtedly effected, 
amount saved cannot be readily identified. 

Mr. Chairman, that completes my general statement and I appre 
ciate the opportunity you have accorded me to present it. 


REQUEST FOR SUPPLEMENTAL Funps For 1953 


Mr. Canrrecp. Mr. Kilby, you tell us that you are asking for $55 
million, which is an increase of $4 million over the amount available 
for the current fiscal year. Earlier this } year you made a request for 
supplemental funds in the amount of $2, 300,000. However, before 
this subcommittee could act thereon, you advised the committee in 
formally that you could get along with $1 million, this in part because 
of the favorable bond sales over redemptions picture. This commit 
tee, after careful consideration, held that $750,000 should be allowed. 
That was the amount approved by the House. 

The Senate Appropriations Committee and the Senate itself ap 
proved the same figure. We had some correspondence relative to 
that matter. Under date of February 17, 1953, you wrote me as chair 
man of this subcommittee as follows: 


TREASURY DEPARTMENT, 
FISCAL SERVICE, 
Washington 25, February 17, 1953. 
Hon. GorpOoN CANFIELD, 
Chairman, Subcommittee on Treasury-Post Office Appropriations, 
House of Representatives, Washington 25, D. C. 

DEAR Mr. CANFIELD: In response to your request of February 16, I am glad to 
explain the situation with respect to advances to the Post Office Department 
from the 1953 appropriation for “Administering the public debt” covering serv- 
ices to be performed by that Department in the way of savings bond and stamp 
sales, and savings bond certifications. 

Within the $51 million appropriation, $4,080,000 was allocated for transfer to 
the Post Office Department, to be advanced in quarterly installments. 

In November 1952 the Secretary of the Treasury transmitted to the Director 
of the Bureau of the Budget a supplemental estimate in the sum of $2,300,000 
to provide funds to process an additional 16 million redeemed savings bonds 
through the Federal Reserve banks, and to pay fees to paying agents for the 
services they perform in paying the bonds to bond owners. This estimate was 
forwarded to the Speaker of the House of Representatives on January 10, 1953, 
and this is the estimate which I defended before your subcommittee 2 weeks 
ago today. 

In transmitting the estimate to the Director of the Bureau of the Budget, the 
Secretary of the Treasury stated that, pending availability of the supplemental 
appropriation, it was the intention of the Treasury to defer further advances 
to the Post Office Department beyond the $2,040,000 already transferred to it, 
and if the supplemental appropriation was not obtained, the amount already) 
transferred would have to be regarded as the maximum which would be avail- 
able for transfer to the Post Office Department. That position was a matter of 
agreement between the Secretary of the Treasury and the Postmaster General. 

As I told you verbally yesterday morning, during December our obligations 
were running so close to the apportionment given us by the Bureau of the Budget 
that transfer of another quarter’s funds, or $1,020,000 to the Post Office might 
have exceeded our apportionment for that quarter. In any event, the manner 
in which the Post Office Department handles these advances does not require 

hat they be transferred on an even quarterly basis. 

As matters stand now, I hope that we will be able to transfer the full remain- 
ing amount of $2,040,000 to the Post Office before the close of the fiscal year. 1 
must repeat, however, that if the amount ultimately appropriated by the Con- 
gress is the $750,000 reported out by the House Appropriations Committee yes- 
terday, we may have to fall back on the understanding between the former 
Secretary of the Treasury and the former Postmaster General and transfer 
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. the Post Office Department something less than the $2,040,000 still due If 
he amount ultimately appropriated is less than the $750,000, the reduction ithe 
»mount available for transfer to the Post Office Department would be pro 
i rtionately greater. } 
Regardless of the amount ultimately appropriated, I want to assure, you that 
very effort will be made to transfer to the Post Office Department, before‘ the 
end of this fiscal year the full balance, or so much thereof as ‘can safely be trans 
ferred without incurring an overobligation of our funds for the year, 
Sincerely yours, 
EB. L. KIvey, Commissioner 

Mr. Canrre.tp. That was your letter. This is my response of March 
4.1953: 

MARCH 4, 1953 
Hon. E. L. KILBY, 

Commissioner, Bureau of the Publie Debdt, 

Treasury Department, Washington 25, D. ¢ , 

DearR Mr. Kitspy: I have just reviewed your letter of February 17, 1953, With 
respect to advances to the Post Office Department from the 1953 appropriations 
for “Administering the public debt” covering services to be performed by that 
Department in the way of savings bond and stamp sales, and savings. bond 
certifications. You write in part: 

As matters stand now, I hope that we will be able to transfer the full rem#in- 
ng amount of $2,040,000 to the Post Office before the close of the fiscal year. I 

st repeat, however, that if the amount ultimately appropriated by the Con- 

s is the $750,000 reported out by the House Appropriations Committee yester- 
day, we may have to fall back on the understanding between the former Secretary 
of the Treasury and the former Postmaster General and transfer to the Post 
Office Department something less than the $2,040,000 still due. If the amount 
ultimately appropriated is less than the $750,000, the reduction in the amount 

lilable for transfer to the Post Office Department would be proportionately 
yreater. 

Regardless of the amount ultimately appropriated, I want to assure you that 
every effort will be made to transfer to the Post Office Department befere the end 
of this fiscal year the full balance, or so much thereof as can safely be transferred 
without incurring an overobligation of our funds for the year.” 

I have before me the hearings before the Committee on Appropriations, United 
States Senate, on the second supplemental appropriation bill, 1953, containing a 
etter dated February 20, 1953, to the Honorable Styles Bridges, chairman, 
Senate Committee on Appropriations, and signed by the Honorable George M 
Humphrey, Secretary of the Treasury { am very glad to note the last paragraph 

e Secretary’s letter which reads as follows: 

The reduction in the estimated volume of redemptions, together with the 

mpulsory restrictions on the filling of vacancies and a firm intention by this 
Department to comply fully with the directive of the Director of the Bureau o 
the Budget aimed at reducing Federal expenditures whenever possible, makes it 
unnecessary to protest the reduction accorded this estimate by the House. The 
Bureau of Public Debt will make every effort to curtail its requirements and 
ive within the limits of funds which will be available including the additional 

im approved in H. R. 3053.” 

The House Subcommittee on Appropriations for the Treasury and Post Office 
Departments is very glad to note the letter and spirit of the Seeretary’s communi 
cation and we look for the Bureau of the Public Debt to live within the funds 
appropriated. 

Very sincerely, 





GORDON CANFIELD, Wember of Congress 


Mr. Canrteip. Do you wish to comment on that correspondence / 


ACTION TAKEN ON THE 1953 SUPPLEMENTAL REQUEST 


Mr. Kitsy. I am very happy to say, Mr. Chairman, that it appears 
quite certain now that we will be able to transfer to the Post Office 
De ‘partment very shortly the full amount of $2,040,000 remaining as 


the obligation set up for the Post Office Department for the fiscal year 
1953. 
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Phe situation lia- continued to be in our favor with respect to a 
smaller yolume of redemptions than was anticipated at the time the 
supplementa) estimate was prepared by us last November. 

We also are meurring, along with all other Federal establishment 
a gradual reduction in our force because of the compulsory freeze o 
filling vacancies, enaene by the Director of the Budget; and as of 
now we feel’ we are in pretty good shape to complete our assigned 
tasks during the fiscal sar 1953, including the transfer of the balan 
which you referred to, to the Post Office Department. 

Mr. Canrienp. As the Secretary of the Treasury has indicated 
his letter to the senate Appropriations Committee, you do not nov 
fear that your situation is going to be prejudiced by the action take 
on the supplemental request ? 


Mr. Kun p Mr. Chairman; so far as 1953 is concerned, 
feel that we are going to complete our assigned tasks within the tota 
amount of $51,750,000 which will be available to us following enact 
ment of the sipplemental Sg ation. 

Mr. Canvirup . Kilby, the understanding that we have referred 


to in our correspo mck s, the understanding between the 
Secretary of the Treasury and the Postmaster General—is one that 
has reference to the former Secret ur'} of the Treasury and the former 
Postmaster Geners 

Mr. Kirey. ‘thas is correct; yes, sir. 

Mr. Cant ELD lay ] ask, has that ever been done before, a delay 


im the payinents .e Post Office Department ? 
AYVANC UNDS TO THE POST OFFICE DEPARTMENT 
Mr. Kiury. Tl idvancement of funds from the appropriation 


“Administering the public debt” to the Post Office Department has not 
been accomplished over the years in an entirely uniform manner. A 
number of years azo, if I remember correctly, it was our practice to 


advance f} :| amouny involved, at the beginning of the fiscal year. 
PROPRIELY ¢ Ss CHARGED BY THE POST OFFICE DEPARTMENT FOR ISSUING 
SAVIN = IONDS 
There has bee ie question raised as to the propriety of the fees 
which have been charged by the Post-Office Department for issuing 
savings bonds. Their unit costs are predicated on the cost-ascertain 
ment system of the Post Office Department, which embraces not only 


the out-of-pocket expense to the postal service in issuing bonds, but 
also a pro rate of the overhead of running the Post Office Departme nt. 


expenses whieh would be incurred by that Department if not a single 
bond were 1 i. 

The Treasiivy has felt that the resulting unit cost of about 50 cents 
per bond. iss: ed has been unrealistic, because it embraced not onl) 


actual costs ! ‘ »rata of this overhead. The average cost of issu- 

ing bonds by the federal Reserve banks is about 15 cents per bond. 
The question was raised formally by the General Accounting Offic: 

through a si:vey which was made of post-office activities last year, 


and L unders'and that the General Accounting Office brought to the 
attention of the Post Office Department its feeling as a result of that 
survey that these overhead charges should not be weighted into the 


cost by the Post Office as passed on to the Treasury Department. 
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0 In any event, when we entered the fiscal year iio4 last July with 
t appropriation of $51 million, which we felt was madequate, we 
ilized that we would have to take every possible means of trimming 
nf r sails to keep within the amount that was av: ‘ilabte, and because 
5 the difference of opinion as to the propriety of the Post Office 
irges, we entered into an arrangement to advance the funds to them 
. a quarterly basis rather than to give them a lump-sum advance of 
5 e entire $4,080,000 at the beginning of the year. We were able to 
insfer in two installments $2,040,000, which was one-half of the 
‘tal for the year; and then in November, the situation which I re- 
~ erred to in my letter to you arose and it appeared questionable 
"9 ether a third- quarter advance could be made without placing the 
reau ina position of over-obligating the apportionment which had 
‘ given to us by the Bureau of the Budget. 
Nt ITIATIONS BETWEEN THE FORMER SECRETARY OF TH rRI hy >’ THE FORMER 
POSTMASTER GENERAL 
( \t that point the negotiations between the former Secretary of the 
s lreasury and the former Postmaster General took place, which were 
, essence to the effect that the maintenance of pute: c credit through 
e prompt processing of savings-bond transactior as manifestly 
essential situation; and the Postmaster Gene cy ppare ntly was 
enizant of the fact that public confidence and the 1 Pastis servicing 
- f Government obligations must be maintained, and ne was willing to 
ept the amount of $2,040,000 which had already ween transferred to 
ie Post Office Department as payment for the ful. year’s services if 
.e fund situation was such that the Treasury was unable to make 
rther advances. That, in essence, is the situation, Mr. Chairman. 
( Mr. Canrrecp. Mr. Kilby, has any such arrangement ever been 
ot evot iated before this year ? 
\ 
te ABSORPTION OF DEFICIENCY BY TNE POST OFFICI kT MENT 
Kitey. I do not recall that there has been a icrmat negotiation 
f that sort, Mr. Chairman; but in 1952 there was a deficiency of $183, 
i which was absorbed by the Post Office Department because of costs 
hich they had established under their cost-ascertamment system in 
‘ excess of the amount which the Treasury Department had transferred 
ie to the Post Office Department from the appropriat “Administering 
the public debt.” 
2g In 1952 we transferred $4,080,000 to the Post Ofiiee Department, 
u hich was the same amount that we have set up in the 1953 appropria 
\ tion. The actual cost to the Post Office Department in the fiscal 
ae ear 1952 according to their cost-ascertainment system was $4,263,147. 
Phe excess of $183,147 was absorbed by the Post Office Department in 
ie postal deficit. 
AUTHORITY FOR AGREEMEN'’ 
Mr. Canrrevp. Mr. Kilby, what is the authorit: the law for an 
r, action of this kind ? 
Le : Mr. Kinsey. For a transfer of a smaller amount | the Post Office 
tf states is required ¢ 


i Mr. Canrtetp. For an agreement of this kind bet ween the Secretary 
f the Treasury and the Postmaster General. 
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Mr. Kirgy. That would stem from the provision of the Second 
Liberty Bond Act which provides that the Treasury shall transfer to 
the Post Office Department such sums as are shown to be necessary to 
carry out the service of selling savings bonds and stamps. And | 
think it might be said that the agreement would hinge on that phrase 
“as are shown to be necessary.” 

Mr. Canrretp. Was the Bureau of the Budget aware of this action? 

Mr. Kirtsy. Yes; the Bureau of the Budget was aware of this action. 


PAYMENT OF POST OFFICE DEPARTMENT BILLINGS 


Mr. Canrieip. Has the Treasury Department ever failed to pay 
what you might call the billings of the Post Office Department for 
these costs ? 

Mr. Kiiny. So far as I know, this slight deficit in 1952 is the only 
case in which the Post Office has not received the full amount it 
contended was required. 

Mr. Canrieip. And that amount became part of the deficit for that 
vear ¢ 

Mr. Kirey. .That is correct, sir. 


EED FOR 1953 SUPPLEMENTAL REQUESI 


Mr. Canrievp. If I am not mistaken, Mr. Kilby, when you cam 
before us for your original supplemental request of $2.3 million for 
the current fiscal year, it was your contention that you needed those 
moneys because of the fees that would be required on account of the 
icreased redemptions: is that not true / 

Mr. Kitsy. The. basis for the $2,300,000 request was the need for 
funds to pay paying agents’ fees and the cost of processing redemp 
tions in the Federal Reserve banks with respect to about 16 million 
savings bonds, which at that time we estimated would be redeemed 
over and above the number of redemptions that we had funds to 
process. We had figured on being able to process 75 million redemp- 
tions within the $51 million basic appropriation. 

In November, as a result of 4: months’ experience, it seemed that 
we would probably be called upon to process about 91 million pieces 
of redeemed savings bonds, or 16 million more than we had funds 
to cover. That was the basis for the supplemental request. 


REVISION OF 1953 SUPPLEMENTAL REQUEST 


Mr. Canrie.p. Later that figure was revised to $1 million? 

Mr. Kinsy. That is correct, Mr. Chairman; and the volume that we 
expected to process was similarly reduced to a figure of about 85 
million. 

PAYMENT TO POST OFFICE DEPARTMENT 


Mr. Canrretp. However, you contended that if you did not get the 
$1 million you would not be able to pay the Post Office Department 
the fees it expected for its operations. That is something that was 
never discussed before this committee—the Post Office side of this 
picture. 

Mr. Kiiey.; The Post Office side of this picture, Mr. Chairman, was 
pot concerned with the basis for the supplemental appropriation 
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mate. I would like to make that clear We did not come before 
you requesting funds on a basis other than the true basis for which 
e needed the funds. There was no intent or no effort whatever 
to evade the issue. At the time the supplemental was presented it 
iood squarely on its own bottom as a need for funds to process 
edemptions in excess of the volume that we had fands to cover. 


DEFERMENT OF TRANSFER TO THE POST OFFICE DEPARTMENT 


(he deferment of the transfer to the Post Office was primarily 
matter of avoiding a situation under which the apportionment 
«iven by the Bureau of the Budget might have been exceeded. 
Mr. Canrrevp. Is it not true, Mr. Kilby, that you did say that if 
did not get the moneys you finally requested—that is, $1 million— 


you oe | have to, in effect, let the Post Office down ? 


[r. Kinsey. That is correct, Mr. Chairman. And that is the posi- 
tion stated in my letter to you, which is in the record just ahead of 
testimony. But we find ourselves now in a position where we 
eel we are going to be able to comply fully with the commitment 
transfer to the Post Office Department the full remaining balance 

f S2,040,000, 


TESTIMONY AT 1953 SUPPLEMENTAL HEARINGS 


Mr. Canrietp. We are glad to hear that, Mr. Kilby. But what I 
im getting at is this: that when you came before us to make your orig- 
request we knew nothing about the Post Office side of this picture. 
| think it is unfortunate that there was not a complete disclosure 
it that time. 
Mr. Kinsy. Mr. Chairman, we did not feel that the Post Office situa- 
ion was germane to the presentation of our need for a supplemental 
ipp ee ition to take care of this increased volume of redemptions. 
Mr. ANFIELD. No; but you told us if you did not get the $1 million 
‘the Post Office Department was going to be let dow non the allot- 
nt it expected. Frankly, I think there is a little inconsistency 
ere ; cok if we had had the whole picture before us, this part of 
his examination would have been made unnecesary. 
Mr. Krisy. As the situation has developed, Mr. Chairman, I agree 
ith you; we would have had a clearer presentation of the full situa- 
tion had the Post Office angle been discussed at the time of our hearing 
m the supplemental. 


NOTICE TO THE BUREAU OF THE BUDGET 


The situation with respect to the Post Office, as I have told you, 
was made clear to the Bureau of the Budget in the letter which Secre- 
ary Snyder sent to the former Director of the Bureau of the Budget 
n November, at the time the request for the supplemental was trans- 
mitted to the Budget. 

Mr. CANFrEeLD. I am quite sure. IT know, in fact. that no copy of 
that letter was ever received by this subcommittee. 
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CHARGES MADE BY THE POST OFFICE DEPARTMENT FOR ISSUING BONDS 


Mr. Kilby, it is surprising to learn that the Post Office charges about 
three times the normal rate for issuing bonds. You report a figure 
of 50 cents per bond ? 

Mr. Kizsy. The exact cost per bond, Mr. Chairman, as shown i) 
the presentation for 1954, is $0.49337, which is just slightly under 50 
cents for each bond sold by the Post Office Department. This con 
trasts with an average cost of about 15 cents per bond billed us by 
the Federal Reserve banks for the savings bonds which they issue. 

Incidentally, the volume of the bonds issued by the Federal Reserve 
banks is about the same as the volume issued by the Post Office De 
partment, but in fairness to the Post Office Department I think ] 
should add that the Federal Reserve bank issues are concentrated at 
36 points while the Post Office Department issues are spread over 
some 24,000 post offices throughout the country. 


DISTORTION OF UNIT COST 


3ut the factor that has distorted the unit cost, in my judgment, has 
been the arbitrary addition of overhead which the Post. Office Depart 
ment would incur were they not in the bond issuing business at all 
If they did not issue a single bond they would still have this overhead 
expense in connection with the other activities of the postal service. 
Mr. Canrrecp. Has the Post Office Department been doing that for 
quite some time ? 


DISCUSSIONS WITH POST OFFICE DEPARTMENT OFFICIALS 


Mr. Kirsy. They have been doing it for quite some time and we 
have discussed the matter with Post Office officials at various times. 
On one occasion, Fiscal Assistant Secretary Bartelt and I discussed the 
matter with former Postmaster General Donaldson. At other times 
we have discussed the situation with Mr. Strom and with other officials 
of the Post Office Department, without any notable success, I might 
add. 


SALES OF BONDS VERSUS REDEMPTIONS 


Mr. Canrietp. Mr. Kilby, when was your latest review of the bond 
sales versus redemptions picture? How up to date are your figures? 

Mr. Kitey. Mr. Chairman, I call to your attention a Treasury press 
release of March 5 which brings out the fact that sales of all series of 
United States savings bonds in the first 2 months of this year were in 
excess of redemptions of all series of savings bonds for the same 2 
months. The figure is shown as $919 million sales and $804 million 
redemptions, or a net gain of $115 million for the 2 months. This, as 
has been mentioned earlier, is the first upswing causing sales to exceed 
exemptions since June 1950 when we first entered into the Korean 
situation. 


FACTORS AFFECTING THE SALE AND RETIREMENT OF SAVINGS BONDS 


Mr. Canrrecp. You tell us in your justification that there are many 
factors which affect the sale and retirement of savings bonds; “such 
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the increased effectiveness of the promotion programs, condition of 
the securities market generally, and the general economic condition of 
the country.” 

Are all these factors construed to be favorable at this moment? 
Phat is, the effectiveness of the promotion programs, the condition of 
the securities market generally and the general economic condition of 
he country ¢ 

Mr. Kurpy. That is a difficult question, Mr. Chairman. I do not 
think that we could state categorically that all of those conditions are 
favorable, but we certainly can point to the fact that the results of 
the past 2 months, January and February, are favorable in that the 
receipts have exceeded the expenditures. 


Pusiic Dept or THE UNITED STATES 


Mr. CANFIELD. What are the latest figures on the public indebtedness 

f the United States ? 

Mr. Kuzsy. As of February 28, 1953, the total gross public debt was 
$67.583,710,328.95. 


INTEREST RATE ON PUBLIC DEBT 


Mr. Canrtetp. What is the interest on that indebtedness? 
Mr. Kinny. The average rate on the interest-bearing debt as of 
February 28, 195 13, 1S 2.378 percent. 


ESTIMATED PUBLIC DEBT AS OF JUNE 30, 1953 


Mr. CanrreLtp. What is the estimated public debt as of the end of 
this fiseal vear ¢ 

Mr. Kiney. In transmitting the 1954 budget document to the Con- 
gress on January 9, 1953, the public debt was estimated to be $263,900 

illion as of June 30, 1953. 


DISTRIBUTION OF THE PUBLIO DEBT 


Mr. Canrre.p. Now will you tell us something about the distribution 
of the debt. 

Mr. Kirtsy. Broadly speaking, about $148 billion are marketable 
obligations, consisting of Treasury bills, certificates of indebtedness, 
Treasury notes and Treasury bonds. About $78 billion are nonmarket- 

ible obligations, consisting of United States savings bonds, deposits ary 
bouidie Treasury bonds of the investment series and Treasury savings 
notes. Special issues to Government trust funds and other accounts 
amount to $39 billion, which makes a total of about $265 billion of 
nterest-bearing debt. 

In addition there are about $2 billion of debt, bearing no interest, 
the principal item of which is $1,277 million of notes for the Inter- 
national Monetary Fund. 


REASON FOR 1954 INCREASE 


Mr. Canrtevp. Mr. Kilby, the increase that you are now requesting 
is principally attributable to an estimated increase of about 13.5 per- 
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cent in the savings bond issue and retirement workload for 1954 over 
the estimated workload for 1953; is that correct ? 
Mr. Kursy. That is correct, Mr. Chairman. 


WORKLOAD IN 1953 


Mr. Canrrevp. We are told that the actual workload for the first 
7 months of the fiscal year 1953 appears to be running about 5 percent 
over the estimated load for that period. 

Mr. Kinny. Based on the first 8 months of this fiscal year it appears 
that the number of savings bonds sold is nearly 10 percent in excess 
of the number of savings bonds sold in the comparable months of last 
year; and with respect to redemptions, the redemptions for the first 
8 months of this fiscal year are about 6 percent in excess of the pieces 
redeemed in the corresponding months of last year, which would i1 
dicate a volume obviously in excess of the 5-percent figure you me) 
tioned. 

SURVEY BY THE GENERAL ACCOUNTING OFFICE 


Mr. CANFIELD. It is also reported to the committee that the General 
Accounting Office has surveyed the operations of the Bureau of t] 
Public Debt and it has several proposals for potential economies 
This is one. 


DELIVERY OF NEW BONDS AND SECURITIES 


New securities, new savings bonds, stocks, and other securities could be d 
livered to Public Debt by the Bureau of Engraving and Printing in sealed 
packages instead of in unsealed packages or boxes as is now done in order t 
eliminate examination and recount of each piece in the Bureau of the Publi: 
Debt which now engages the full time of approximately 64 employees wit! 
annual salaries totaling $206,000. Paper currency is delivered and distributed 
in sealed packages without recount. Why not savings bonds? 

Mr. Karey. Mr. Chairman, I would like to make a general obse: 
vation and then turn the answer to your specific question over to M1 
Merritt, if I may. 

The General Accounting Office has been engaged in a survey in the 
various operating units of the Bureau of the Public Debt for about 3 
years. The statement from which you quote has not been formalized 
so far as I know. But about 3 weeks ago we had an advance copy 
of a proposed report which we were asked to consider and to comment 
on. 

We presently have a committee which is actively engaged in study 
ing the ar nts and recommendations of the General Accounting 
Office and if may, at this point, I would like to ask Mr. Merritt to 
address himself specifically to the point which you mentioned. 

Mr. Merrirr. The recommendation that was made by them might 
be divided into three parts; one, that shipments to be made by Loans 
and Currency would be made on the basis of an expanded examina 
tion of the securities in the Bureau of Engraving and Printing. The 
second part suggested that sealed pac ‘kages of unissued securities be 
kept intact and sent in that condition to issuing agents. The third 
part suggested that issuing agents detach and ac ‘ount for all matured 
interest coupons at the time of the issuance of coupon securities, 


With respect to the first part of the suggestion we are conducting 
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a study now to determine whether that suggestion is practical from 
an economical and procedural standpoint. 

With respect to the second part, during the life of the security we 
are required to furnish the issuing agents—Federal ‘Reserve banks in 
this case—with stock as they require it, and in many’ ‘cases their re- 
quirements do not demand shipment in full packages. It involves 

shipment of broken stock. 

The third suggestion is again a procedural problem, whether the 

conomy resulting from issuing agents detaching and accounting for 
all matured interest coupons at the time of the issuance of securities 
is greater than under the present procedure which results in coupons 
being clipped and shipped, you might say in bulk; perhaps once a 
month rather than handling shipments daily as would result under 
the suggestion. 

This suggestion, like some of the others that are being made, are 
under study. Some of them really represent a fresh hook at some of 
the old problems that we have been confronted with. There are a 
few that are brand-new suggestions on their part, and I assure you 
that the committee that has been appointed now in the fiscal service, 
working with the General Accounting Office, will review all the sug 
gestions in due course. 


NUMERICAL REGISTRATION RECORD FOR SERIES E BONDS 


Mr. Canrievp. I read further from the statement I have in my 
hand, on the subject of numerical registration records, E bonds: 

The numerical registration record for series E bonds was temporarily dfecon 
tinued for bonds issued after December 31, 1949; due to inadequacy of funds 
The saving was at the rate of approximately $150,000 per year without any ap 
parent adverse effects. This operation has been resumed. Why? ° 

Mr. Merrirr. When savings bonds were sold initially there was 

publicity to the effect for owners to retain records of their holdings, 
and to retain in a safe place the serial number of their bonds in order 
— if they had a ciaim for lost securities they would be in a position 
o furnish a full description including the denomination of the bond 
th it they held in order that they might receive a duplicate bond. The 
registration records were set up in alphabetical arrangement, and 
due to the heavy volume during the war years there was some back 
log, and it was found essential to set up a numerical record primarily 
at that time to handle losses where we had only a serial number. of 
the bond and could give relief, and in more recent years, in cases where 
bonds are lost in shipment and the commercial banks ‘have a listing 
of the bond numbers, the from and to numbers, but no’other descrip 
tion of the bond. The only way we can give relief in that case is. to 
have a reference file by bond serial number in order fo establish the 
claim and to set up a caveat on our retired registers to protect. the 
Government in case a duplicate claim is made. 

The cost of maintaining this numerical film file or nue rical refer- 
ence file is very nominal as compared to the alphabetical register. 

We have discussed the nee d for continuing it from’ timé to time. but 
the advantages of having it—in the interest of protecting the Govern- 
ment and protecting the bond owners who are required to make 
claims—seemed to offset the reasons which might be presented for 


dropping it. 
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\LPHABETICAL REGISTRATION RECORD 


in the subject of the alphabetical registration re 

ut b Conennens ation should be given to the possibility 
or the elimination of the alphi abetical registration 
y in respect to small denomination bonds. Pres- 
al record engages about 300 employees at a salary 


the recommendations that you received ? 


lo not believe that was in their report, but that is 


» been discussing in recent weeks, the pros and cons 
ecur if alphabetical registers were not maintained, 


all percentage of the people maintain a complete 
r bonds, apart from the point where the bonds are 


ds of cases where we have only the man’s name and 
m iM estab lishing his hol lings to present a claim 

And in view of the fact that the bonds over the 
din registered form, the promotional program has 
of these bonds; that in the event they were lost, 


«1, they would be replaced upon proper claim, it is a 
juires rather 


serious consideration before the state 
‘that those records could be dispensed with. 
SECURITIES 


RETIREMENT OF 


Che other item, apparently coming from this GAO 
subject of retirement of securities and there it is 


bstantial savings would result if the processing of retired 
securities were further decentralized to the Federal 
lore extensive use made of mechanical equipment by Publi: 
retirement of securities. At present 678 employees 
irk at an annual salary cost of $2,075,000. 
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REDUCTION OF THE PUBLIC DEB’ 


Mr. Canriecp. Mr. Kilby, when were reductions !»st made in the 
amount of the public debt of the United States? 

Mr. Kirtsy. The lowest postwar debt occurred on April 30, 1949, 
at which time the debt had been reduced to $251.5 billion. Since that 
time, the debt has gradually risen. A year ago the total debt was 
$960.4 billion. It is now $267.6 billion. 

Mr. Canrrecp. Mr. Passman—— 


AGENCIES HANDLING BONDS 


Mr. Passman. Commissioner Kilby, in your presentation you state: 
Our administrative expenses are charged through the appropriation “Admin 
istering the public debt,” and stem primarily from the number of security trans 
actions we are called upon to process. 
2 - + * * . s 

In the discharge of many of these responsibilities, the facilities of the Federad 
Reserve banks and their branches, and the Post Office Department are utilized 
on a reimbursable basis. In addition, there are about 21,000 other qualified 
agents throughout the country who issue savings bonds without reimbursement 
for their services, and about 17,000 qualified agents who pay, sayings bonds on a 
fee basis. 

Which are those agencies? 

Mr. Kiisy. Those agencies are largely commerci:x! banks and other 
financial institutions; some credit unions and savings and loan 
associations, 

During the war, when we had a rather widely ex;anded program 
of issuance, many of these bonds were issued through retail stores, 
radio stations, and theaters. In the winter of 1946 after the termina 
tion of hostilities, many of these agents whose norma? functions did 
not lend themselves to the sale of bonds, were discontmued. So that 
we now have a hard core of financial institutions aggregating about 
21,000 who rende~ this service. 


PROCEDURE FOR REDEEMING BONDS 


Mr. Passman. Commissioner Kilby, when bonds are redeemed 
through the banks, do they all clear through the Federal Reserve 

System? When National and State banks redeem these bonds, is the 
transaction directly with you? 

Mr. Kirtsy. They all clear through the Federal Reserve banks, Mr. 
Passman. The paying agent, whether it be a State bank or a National 
bank, forwards the paid bonds to the Federal Reserve bank of its 
district and receives credit for the value of the payments that they 
have made. The agents pay the bonds at the current redemption value 
and they schedule those bonds to the Reserve banks where a credit is 
given subject to later adjustment. Then the bonds are processed in 
the Federal Reserve banks and from the Federal Reserve banks they 
flow to the three regional offices of the Bureau of the Public Debt, 
in Chicago, New York, and Cincinnati. 


ANNUAL FEE PAID TO BANKS 


Mr. Passman. What is the annual fee paid to the banks for their 
services in.cashing or redeeming these bonds for the Government? 
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Mr. Kitsy. The banks are paid on a unit basis of 15 cents for each 
of the first 1,000 bonds paid in a calendar quarter. 

Mr. Passman. Regardless of the denomination? 

Mr. Kuvpy. Regardless of the denomination. And 10 cents each 
for all bonds ovér the first thousand. It results in an average fee 
of about 12.4 certs. 


\VERAGI ANNUAL COST OF FEES 


Mr. Passman. What is the average annual cost, using the last year 
for which you have a complete record ? 
Mr. Kirey. Fees amounted to $9,333,512 for the fiscal year 1952 
Mr. Passman: ‘IT had a‘reason for asking that question. Many years 
ago banks were, very anxious to render these little services, either to 
the-individual-or to the Government without cost, in order to get the 
deposits. How did you arrive at this unit rate? Was that a matter 
of negotiation with the banks or did you establish the rate to be 
pajd? 
‘ 


Mr. Kinny. In July of 1944, Secretary Morgenthau felt that there 
should be some procedure instituted through which the millions of 
people owning savings bonds could cash them promptly. Prior to 
that time it had been necessary to have the bonds submitted to a 
Federal Reserve bank or to the Treasury and payment was made by 
chéck. The Secretary felt that people would hold these bonds better 
if they knew that the y could get cash immediately in time of need. 
He felt that thre should not be any charge imposed on the bond 
owner for getting his bond cashed and therefore he said an arrange- 
ment would be shade under which a reasonable fee would be paid to 
the‘banks for performing the service. 

The Treas sury ‘offici: als met with representatives of the American 

Bankers Association and this basis of fee per bond paid was a matter 
of agreement at that time. 

Mr. Passman. Is the unit cost more or less under the new system ‘ 

Mr. Kirtsy. I do not quite understand the question. 

Mr. Passman. Before this new arrangement, when bondholders had 
to mail them to a Federal. Reserve bank, you established a unit cost 
for redeeming them on that basis; did you not? 

Mr. Kirtsy. That is true. Before the bonds were payable at these 
local,agencies, the Federal Reserve banks had the expense of process- 
ing, the bond, drawing the check and clearing the check. the unit 
cost was probably less ‘than under the present fee bi asis, but the service 
to the bondholder was enhanced so greatly by the new procedure that 
it was felt to be in the interest of the program to put it in effect. 


BASIS FOR UNIT RATE CHARGED BY BANKS 


HANDLING OF BONDS BY BANKS ON AN ACCOMMODATION BASIS 


Mr. Passman. Inasmuch as after these bonds are cashed, many of 
the deposits are made with the banks, I wonder if they had given any 
consideration to handling them as an accommodation rather than on 
a fee basis. Has that ever been discussed ? 

Mr. Kitsy. That has been discussed from time to time, Mr. Passman, 
and if you want to get a wail of anguish from a member of the com- 
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tee of the ABA which deals with the Treasury on this point, you ,; 
+ it by suggesting a reduction in the fee. 
_ Passman. Mr. Commissioner, I do not. wish to assume the role 
ecturer, but I think we all recognize that on January 20 some 
inges were made and that henceforth we shall be working with a 
ermined President, determined department heads, and, I might add, 
stile and demanding public, for a reduction in Federal expendi. 
[ am sure you are familiar with the resolution, that was 
varded to Congress last year setting up a committee that would 
ersede the Appropriations Committee. I read with interest ais 
article in the March issue of Reader’s Digest in which it was recom 
ended that the GAO sit in on these hearings.. We read in the paper 
evening where Secretary of Defense Wilson had insisted that, 
proximately 40,000 Federal employees be removed from the rolls 
he Defense Establishment. 
| am thoroughly convinced that, unless we can succeed in bringing. 
xpenditures in all branches of the Federal Government under control, 
\ppropri: ations Committee will lose some of its prerogatives. I 
thoroughly convinced that John Taber is sincere when he says that 
; going to reduce the so-called Truman budget by $10 billion. 
If we are going to do these things, we are going to have to devise 
e new methods by which expenditures can be reduced. 
[ understand that the program is to reduce Federal civilian em- 
es by 20 percent. That has not been announced yet, but it is my 
dersts anding that is the overall goal. Before the end of the fiscal 
vear 1954, we are going to carry out all of the necessary functions 
Government with 20 percent fewer civil-service e mploye es. OF 
rse, time only will tell whether it can be done. 
But I think you recognize, as this committee recognizes, the public 
ands that Federal expenditures be reduced. For this reason I 
broil up the subject of dealing with these banks. I wonder if your 
Department is working on any idea whereby we can meet this goal in 
he event. we are requested to make a reduction of 20-percent overall 
luring the fiscal year 1954. 


REDUCTION OF BANK FEES 


Mr. Kizey. I think it is entirely reasonable that, along with all 
other efforts to retrench, the banks of the country should cooperate and 
should discuss with the Treasury a reduction in these fees. It seems 

to me that that is entirely consonant with the objectives of the admini- 
stration. I personally welcome any productive meetings which the 
Treasury might have with the represent: tives of the banks looking 
toward a reduction in these fees, along with reductions in other items of 
expense which affect our appropriations. 


| NUMBER OF PERSONNEL 
Mr. Passman. With respect to personnel, how many employees 


do you have in your bureau ¢ 
Mr. Kirey. As of now, in the Bureau of the Public Debt proper, 
e have 3,713 employees which, incidentally, is down about 4 percent 


tea the total number of employees we had on July 1 when the fiscal 
year began. 
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Mr. Passman. Are you asking for an increase for the fiscal yea: 
19547 

Mr. Kirtsy. We are asking in this estimate for an increase of 209 
positions, predicated on the need for additional people to function 
the increased volume of sales and redemptions. 

Mr. Passman. Making a total of how many for the fiscal year 1954? 

Mr. Kirsy. About 4, 400 employees for the Bureau. 

Mr. Passman. In the event that you should be called upon at some 
future date during the fiscal year to reduce by a figure of 20 percent, 
would leave you w ‘ith perhaps 3,600 employees ? 

Mr. Kitny. Just about. 


EFFECT OF 20-PERCENT REDUCTION IN PERSON NEI 


Mr. Passman. Mr. Kilby, what would be the effect on your 
department if an order should come down applying to the fiscal year 
1954 that each agency should be required to reduce its personnel by 
20 percent / 

Mr. Kirey. A reduction as heavy as 20 percent in the personnel of 
the Bureau of the Public Debt could not be met except. through back 
logging of many of our operations. 

‘We have a primary responsibility to serve 50 million bondholders 
as apne and as efficiently as possible. We have certain fixed 
charges over which we have no control. 


POSSIBLE SAVINGS THROUGH REDUCTION OF FEES TO BANKS AND ADVANCES 
TO POST OFFICE DEPARTMENT 


You have mentioned the possibility that we could reduce the fees 
tothe banks. That, of course, would help us. If we were able to re- 
duce the advance ‘to the Post Office Department, that also would 
help us. 

The cost of processing securities in the Federal Reserve banks is 
+ased upon the out-of-pocket expense to the banks. Thus far there 
has been no disposition to suggest that an arbitrary reduction be 
applied to the Federal Reserve bank costs. 

We have no control over the number of bonds that are sold, nor 
over the number of bonds redeemed. Therefore, if there is the re- 
demption of 95,500,000 bonds, which we expect, and if the volume of 
issues of 85,000,000 bonds is reached, we will have to endeavor to 
process those workloads currently even though other activities of the 
Bureau are brought almost to a standstill. 

Mr. Passman. Of course, you are working all the time to improve 
the method of servicing the bonds and other matters in your depart- 
ment to cut down the unit costs? 
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Mr. Kier. We are doing that constantly, Mr. Passman; and, as 

indicated in my opening statement, in the past fiscal year we made 
management improvements which will save $344,000 annually, which 
we can identify and support. We are making other changes which 
perhaps cannot be easily translated into terms of dollars, but which 
tend toward improved and more direct operations. 

We are constantly searching for ways and means to do a better job. 


UNIT COST OF ISSUING BONDS 


Mr. PassmAn. What is the unit cost of a $18.75 bond issued by the 
ost office ¢ 

Mr. Kitsy. Slightly under 50 cents per bond for all bonds, regard- 
less of denomination, issued through the postal service. 

Mr. Passman. What would be the cost of the same bond if issued by 
banking institutions ? 

Mr. Kirey. If a bond is issued by a commercial bank, there is no 
cost to us because it is a voluntary service. If it is issued by the 
Federal Reserve banks, who are reimbursed by us for their out-of- 
pocket expense, the average cost per bond is about 15 cents. 


PERCENTAGE OF BONDS ISSUED BY POST OFFICE 


What is the percentage of the total bonds issued through the post 
offices ? 

Mr. Kizey. A little under 10 percent of the total number of bonds 
issued are issued through the postal service. 

Mr. Passman. Then you would effect a substantial saving if you 
would have bonds either issued by the free agencies or the present 
banking institutions you use? . 

Mr. Kirtsy. That is correct. 


REMOVAL OF POST OFFICES FROM THE BOND-SELLING FIELD 


Mr. Passman. If you should determine that all the bonds should 
be issued by the agencies that issue them free, or through your bank- 
ng institutions, leaving the post office out, could that be done by 
directives, or would it require legislation ? 

Mr. Kitsy. I think that could be done by an agreement between the 
Treasury Department and the Post Office Department. 

In 1935 when the savings-bond program first started, it was decided 
that the post offices would be the natural outlet for the sale of See 
and an agreement was entered into between the Secretary of the Tr 
ury and the Postmaster General to set up a procedure for stoc es 
the post offices with bonds and having them issue the bonds. The 
question of whether the post offices might be completely withdrawn 
from the selling organization at this time would be primarily a policy 
question to be dec ided by the Secretary of the Treasury, as to whether 
there would be an adverse effect on the savings-bond program if the 
bonds could not be purchased at post offices. 

If the ani eo was that the post offices should be removed from 
the field of selling agencies at this time, I think that it could be accom- 
plished by agreement between the heads of the two Departments 
ind that legislation would not be necessary. 
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Mr. Passman. Mr. Commissioner, what classes of post offices are 
authorized to sell bonds? 

Mr. Kirey. At the present time there are about 24,000 post offices 
that sell bonds. This includes all of the first-, second-, and third- 
class post offices and a portion of the fourth-class post offices. In 
those communities where there are not other outlets, usually the post 
office will sell the bonds. 

Mr. Passman. Against 21,000 other qualified agents that sell bonds? 

Mr. Kirtsy. That is correct, sir. 

Mr. Passman. I would not think it would be any inconvenience if 
you should abolish the Post Office Department’s directive to sell bonds 
and let them be handled by other agencies. It would effect a sub- 
tantial savings; would it not? 

Mr. Krier. It would effect a substantial savings. 

Mr. Passman. Almost without exception when the Post Office De- 
partment comes in to justify its appropriation there is an item cover- 
ng that. If you take out all these special services and put them where 
they could be rendered cheaper, undoubtedly the appropriation for 
those departments, such as the Post Office Department, would be less. 

Take the Federal Reserve banks. We consider them Federal. The 
cost is only possibly 26 percent of what it costs when the same bond 
is sold by the Post Office Department. 

I think we could reduce the Post Office De partment’s appropriation 
by an amount equivalent to the cost of issuing bonds because they 
would be required to justify an appropriation for that service, and 

t least we should reduce the appropriation in that amount. 

At least I have made this point, it is costing about three and a half 
times as much for the Post Office Department to render this service 
as it costs when the service is being rendered by banking institutions. 
Jt is worthy of consideration and a complete investigation. 

Mr. Canrrevp. I wish that the committee knew how realistic the 
figures were in both instances. In other words, are the banks under- 
paid, or is the Post Office Department being overpaid for the actual 
service rendered ¢ 


NUMBER OF BONDS SOLD ANNUALLY BY THE POST OFFICE DEPARTMENT 


Mr. Vurseii. How many bonds annually are sold by the Post Office 
Department, if you know? 

Mr. Kitey. We have an estimate of 7 million bonds to be sold 
through the Post Office Department in 1954, and our estimate for the 
current year is 6,500,000 bonds. 


ESTIMATED 1954 COST OF BONDS SOLD BY THE POST OFFICE DEPARTMENT 


Mr. Vursett. And what do they charge for processing ? 
Mr. Kuzey. Slightly under 50 cents per bond. 
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Mr. Vursett. What would that be—50 cents times 7 million? 

Mr. Kitpy. $5,454,000 is the exact item in the budget estimate for 
purpose. 

Mr. Vurseiy. If you could push that into commercial banks would 

.y charge for selling the bonds? 


COST OF BONDS ISSUED BY COMMERCIAL BANKS 


Mr. Kirey. The commercial banks issue bonds on a voluntary 
The only cost to our appropriation with respect to bonds 

ied by commercial banks is the cost of about 3 cents each for 

ocessing the sale and reconciling the accounts in the Federal Reserve 

ks. 

Mr. Vursevt. That is all. 

Mr. CANFIELD. Mr. Kilby, do you have any other statement you feel 

it you ought to make to the committee at this time? 

Mr. Kinny. I do not, Mr. Chairman. 

Mr. Canrretp. We thank you gentlemen very much. 

Mr. Kinsy. Thank you very much, Mr. Chairman. 


Wepnespay, ApriL 22, 1953. 
BUREAU OF THE PUBLIC DEBT 
WITNESSES 


E. L. KILBY, COMMISSIONER OF THE PUBLIC DEBT 
R. A. HEFFELFINGER, DEPUTY COMMISSIONER 
R. E. OBERG, BUDGET AND ACCOUNTS OFFICER 


ADMINISTERING THE PuBLIic DeBr 


Analysis of reductions recommended in 1954 budget estimates 


1954 revised budget 


estimates 


1954 printed budget 
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EXPLANATION OF REDUCTIONS 


Issuance, servicing, and retirement of savings bonds: 
Modification of procedures and more effective ut 
manpower and machine time 
teductions in payments to post office 
Reduction in space rental 
teduction in cost of security 


of 


ilization 


stock 
Total 


2. Issuance, servicing, and retirement of other Treasury securities: 
More effective manpower utilization 
Reduction in security stock 
Reduction in cost of space and maintenance 
Deferral of equipment replacement 


Total 

3. Verification and destruction of unfit United States currency: Elimi- 

nation of the entire activity by decentralizing the function of veri- 

fication and destruction of unfit United States currency to the 
Federal Reserve banks 


Maintenance and audit of publie debt accounts: 
teduction in number of audits of series H, J, and K bonds 
Deferral of equipment replacement 


Total 
5. Promotion of the sale of savings bonds: Reduction in staff, reduc- 
in travel and other costs such as supplies in relation to 
reduction in staff, reduction in promotion of the sale of J and K 
reduction in certain promotional drives, rallies, ete 


tion 
bonds, 


6. Executive direction: Reduction in personnel of the technical staff 


through reorganization 
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Mr. Canrretp. The next appropriation title is ‘Administering the 
public debt.’”” The so-called Truman budget called for $55 million 
with 5,141.3 average positions, and the revised budget calls for $51 
million with 4,521.7 average positions. This is a cut of $4 million 
ind a dropping of 619.6 average positions. 

Witnesses present this morning before us include Mr. E. L. Kilby, 
Commissioner of the Public Debt; Mr. R. A. Heffelfinger, Deputy 
Commissioner, and Mr. R. E. Oberg, budget and accounts officer 

\lr. Kilby, at this time will you tell us about the revised budget as 
pplies to your bureau? 


REDUCTIONS PROPOSED UNDER REVISED BUDGE! 


Mr. Kitsy. Very briefly, since our appearance before you in 
February, a great deal of work has been done in the department 
toward attempting to find ways and means whereby reductions could 
be made from the budget as originally submitted. In our case we 
have been able to earmark some activities which we feel can be 
reduced or curtailed to the extent of $4 million 

There is primarily a reduction of $2,200,000 in the activity entitled 

Issuance, Servicing and Retirement of Savings Bonds,”’ where we 
hope, through some modification of procedures, that a more effective 
itilization of manpower and machine time can be accomplished to 
effectuate some reductions. 

There is a reduction in the payments to the Post Office Department 
which I discussed at some length at our regular hearing, which involves 
a reduction in the unit cost of bonds issued by the Post Office Depart- 
ment from about 50 cents each to about 30 cents each, and some minor 
reductions in the cost of our space rentals, and the purchase of securi- 
ties which are printed by the Bureau of Printing and Engraving.’ 

In our other Treasury securities, the reductions are rather minor, 
but they involve a general tightening of the belt all along the line. 
There are some reductions in our security costs also 

The elimination of verification and destruction of unfit United States 
currency accounts for $773,900 of the reduction, and that involves thx 
decentralization of the function of verification and destruction to the 
Federal Reserve banks. That has been studied rather actively in 
recent weeks, and while final conclusions have not been reached, it 
has been agreed that the item should be included in our reductions. 

| believe that Secretary Humphrey told the committee that all the 
eductions in the Treasury appropriation were not definite as to the 
character of the reductions. The amounts were firm, but in the pro 
cess of studying the things that might be done there might be some 
shift in the emphasis on reductions from one activity to another. 

Finally, we bave a slight reduction in the accounting activity, 
primarily because of a reduction in the number of series H, J, and K 
bonds on which accounts are maintained in Chicago. 

We have a reduction of $541,800 in the promotional costs which 
Mr. Predmore will tell you about shortly, and finally, $100,000 has 
been saved through a reorganization of the old technical staff in the 
Office of the Secretary, which has been abolished and has been re- 
placed by an analysis staff, with a saving of about 20 people. 

That is the general summarization, Mr. Chairman. 
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UNITED STATES SAVINGS BONDS DIVISION 


WITNESSES 


VERNON L. CLARK, NATIONAL CHAIRMAN 
MERRILL L. PREDMORE, NATIONAL DIRECTOR 

BILL McDONALD, DIRECTOR OF SALES OPERATIONS 
BERNARD KRIXTEIN, BUDGET OFFICER 








INTRODUCTORY STATEMENT 


Mr. CanrreLp. We now have before us the representatives of th 
United States Savings Bonds Division of the Treasury Department 
Mr. Clark, the National Chairman, is present and also Mr. Merrill 
L.. Predmore, the National Director, Mr. Bill McDonald, the Director 
of Sales Operations, and Mr. Bernard Krixtein, the budget officer. 

Mr. Clark, we are glad to see you here again. Do you have a state- 
ment that you would like to make? 

Mr. Ciarx. I would just like to say that our pene, has 
changed some since the last time we appeared. I, as the National 
Chairman, look after all the volunteer groups like the bankers, the 
industrialists, the magazine publishers, and the newspapers, and the 
active work is carried on by the National Director with our staff, 
who has charge, you might say, of the management of the program 

[ think that Mr. Predmore should make a statement. I am here to 
answer questions, however. 

Mr. Canrieip. Mr. Predmore, are you new with the Savings Bonds 
Drvision ¢ 

Mr. PrepMore. Mr. Chairman, I am not new with the Savings 
3onds Division. I have been in the Division and its predecessor, thi 
War Finance Division, since September 1942. At that time I was 
attached to the Washington staff for a period of several years until 
March of 1948. I was in charge of sales promotion to agriculture and 
to farm families. 

In March of 1948 I went out to Ohio as State director for Ohio, and 
since last January 7 I have been assigned to the Washington staff, and 
since |; ra st April 1 have been acting as National Director. 

Mr. Canrievp. Prior to your association with the Government, what 
was cone background 4 

Mr. PrepmMorr. Before I came with the Treasury Department I was 
8 years with the Department of Agriculture. Prior to that I was 
active in the management and operation of a farm in Ohio. 


























GENERAL STATEMENT 







Mr. Canrietp. Do you have a statement to make to the committee, 
Mr. Predmore ? 

Mr. Prepmorr. Mr. Chairman and members of the committee, I 
appreciate the opportunity of coming before you today to present the 
United States Bonds Division’s program for 1954. 
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RECENT CHANGES IN THE SAVINGS BONDS PROGRAM 


Effective May 1, 1952, the Treasury made a number of changes in 
the terms and yea of savings bonds. While series E retained 
its name, issue price, and maturity values, it now matures 4 months 
sooner, in 9 years and 8 months, and yields 3 percent, ee Smo 
semi innually, if held to maturity. The new series E has higher cash 
vi 7 in the early years—2.52 percent interest accures if held 5 years 

against 1.79 percent for the “old type.” The annual pure chase limit 
was raised from $10,000 to $20,000 (maturity value). On E-bands ma- 
turing on and after May 1, 1952, the yield for each and every 6 months 
of the 10-year extension period is 3 percent per annum, compounded 
semiannually. 

Series H, the new “companion” to series E, is a current income bond. 
Like E-bonds, they are sold to individuals only. H-bonds sell at par, 
are always redeemable at par (after 6 months from issue date), ear 
nterest payable semiannually and yield 3 percent if held 9 years and 
s months to maturity. 

Series J and K replaced series F and G, which were withdrawn from 
sale as of May 1, 1952. J’s and K’s are similar to F’s and G’s but 
vield 2.76 percent if he Id 12 years to maturity, and also offer highe1 
interim yields. The annual purchase limit for series J or K alone, or 
a combination of the two series, is $200,000 issue price. 


MANAGEMENT IMPROVEMEN' 


In the past year, the Division has carried on an intensive manage- 
ment-improvement program. The Treasury authorized us to retain 
McKinsey & Co., management consulting engineers, to appraise and 
evaluate our organization and operation. The Division’s headquarters 
staff here in Washington now operates as four major branches, respon- 
sible for program planning, sales operations, advertising and promo 
tion, and administrative services. Substantial improvements have 
been made in the Division’s State offices. State staffs now operate 
on a geographic rather than on a program basis. In other words, now 
it is the responsibility of a staff member in the field to encompass the 
whole market in an assigned area rather than to concentrate his efforts 
on one activity category such as payroll savings, banking, farms, 
schools, and so forth. 

The result is to bring together all promotional activities into a single 
objective sales program and to more efticiently coordinate the sales 
program with Treasury’s debt-managed polic ies. The exchange of 
information between headquarters and the field offices has been im 
proved, resulting in more effective leadership and better coordination 
of the Division’s staff activities. We shall continue to strive for fur 
ther management improvement. 


VOLUNTEER ASSISTANCE 


The backbone of the savings bonds sales program is the assistance 
it receives from the patriotic legions of volunteers. To these volun 
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teers—from banking, business, labor, advertising and publicity media, 
agriculture, schools, and so forth—must be given a large measure of 
credit for the promotion and sales of savings ‘bonds. A major respon 
sibility of the paid staff is the recruiting, assisting, and servicing of 
these thousands of pub lic-spirited men and women who volunteer thei: 
services to the Treasury’s savings-bonds program. 

A most important contribution to the sales program is the advertis 
ing support. Every year the Treasury receives millions of dollars 
worth of radio and television time, newspaper, magazine, billboard 
space, and car cards free of chi “ig” The Government pays not one 
cent for the time and space. The Nation’s advertisers, the business 
nen of the country, and the advertising media themselves, donate all 
the time and space. 


SALES PROGRAM FOR FISCAL YEAR 1954 
The sales program for 1954 has a threefold objective: (1) To get 
more people to buy bonds; (2) to acquaint more people with the new 


terms of the bonds; and (3) to encourage established buyers to hold 
their maturing E bonds for an additional 10-year period. 


GETTING MORE BOND BUYERS 


P yi oll SAVINAS plan 


We ended fiscal year 1952 with 7,500,000 persons buying defense 
bonds through the payroll savings plan, a net increase of 1,700,000 
persons, 50 percent more than the number signed up at fiscal 1951 


vear end, and 50 percent more than on January 1, 1951. 

When the Division appeared before the Committee on Appropria- 
tions last year, the payroll savings goal was to have 11 million people 
signed up by June 30, 1953. We were hopeful of achieving that goal; 
however, events during 1952 made it necessary for us to modify our 
sights. Work stoppages such as strikes, particularly in the steel indus- 
try, had far-reac hing effects. In addition to steel, there were work 
stoppages in other industries—rubber, communications, oil, and 
others. In calendar year 1952, 55 million man-days had been lost— 
more than twice the number lost during calendar year 1951. 

The modified payroll savings goal was to have 8 million persons on 
the rolls by the end of the first half of fiscal 1953—9,500,000 by June 30, 
1953, and 11,500,000 by June 30, 1954. We estimate we are about on 
the beam toward these goals, with just under 8 million savers on the 
rolls by the end of December 1952 

To constantly increase the number of payroll savers takes con- 
tinuous, well-planned selling campaigns on an industrywide basis for 
the big national industries, like steel, railroads, oil, aircraft, auto- 
motive, meat packing, glass, rubber, etc., and thousands of single 
corporation promotions to penetrate other areas of this market. 

don’t wish to give the impression when I say we have nearly 8 
million persons signed up that our sales efforts as far as they are 
concerned are over. It takes diligent effort, not only to get new 
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savers signed up, but also to keep them signed up, to maintain the 
large volume currently buying. 
i griculture 

The Division is making every effort to get as many farmers as pos- 
sible to buy defense bonds. We are encouraging them to adopt a new 
savings plan—the farm machinery replacement plan, for the replace- 
ment of wornout mechanical equipment such as tractors, trucks, com- 
bines, ete. 

Our goal for fiscal year 1954 is to sell defense bonds to another 
| million farmers. We plan to accomplish this through year-round 
promotions following the peak market season for major crops in each 
region. 

\ccording to the Federal Reserve Board 1951 survey of consumer 
finances, 38 percent of the Nation’s farmers owned savings bonds. 
Unfortunately, we cannot measure the growth in the farm program 
as we do payroll savings; but great strides have been made in selling 
he farmer the new farm machinery replacement plan. Reports from 
the Federal Reserve banks show a large amount of the new H bond 
sales are coming from the Midwest agricultural region. 


Investor marke t 


To effectively penetrate this investor market requires close con- 
centration of sales effort by selected groups of volunteers to contact 
prospects, 

We had a promotion scheduled for fiscal year 1952 to greatly 
increase the number of bond-a-month customers. We postponed 3; 
because these customers are chiefly investors and interest rates were 
moving upward and it was apparent we could not add any appreciable 


number of accounts until we could offer these customers better yields. 

Now that the bonds have more attractive yields, we have scheduled 
the promotion to commence in the month of April. A conservative es 
timate of the number of persons now on the bond-a-month plan would 
be 500,000, about 100,000 accounts being added during fiscal year 1952. 
By the end of fiscal year 1953, we hope to have 1,500,000 of these 
accounts. 

To do this, some 750,000 women volunteers, which we expect to draw 
from the ranks of the Federation of Women’s Clubs, Business and Pro- 
fessional Women’s Clubs, etc., will contact some 5 million self-employed 

people, concentrating on the doctors, dentists, lawyers, accountants, 
engineers, architec ts, and so forth, and the shopkeepers and other 
business men and women in their communities. 

The Federal Reserve banks and their members and other banks are 
cooperating with us to help increase the volume of over-the-counter 
sales. 

School savings program 

During the fiscal year 1952, local bond-selling committees, educators, 
parent-teacher groups, and so forth, set out to add at least 3,000 schools 
to those already operating stamp programs. The result: 5,815 schools 
were added. Dollar sales do not begin to measure the value of these 
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programs. However, the increased stamp : sales indicate a healthy 
growth in the number of schools having “stamp savings days”—from 
$8.1 million in January-June 1951 to $10.8 million in the same months 
of 1952, a 34-percent increase. 

At the end of fiscal year 1952, we estimated that there were 2,500,000 
students attending schools operating stamp-day programs. Our goal 
for 1953 and 1954 is to increase the number of schools operating stamp- 
day programs so that by the end of 1954, over 6 million children will 
have the opportunity to participate in stamp savings days. 


ACQUAINTING THE PUBLIC WITH THE TERMS OF THE NEW AND IMPROVED BONDS 





An intensive educational program, through radio, television, news- 
paper, magazine, outdoor, transportation, and other advertising and 
publicity media as well as personal contact, must be continuously main- 
tained to acquaint all the people with the terms of the bonds and the 
recent improvements which make them more attractive investments 
for all eligible investors 


ENCOURAGING ESTABLISHED BUYERS TO HOLD MATURING E 





BONDS 


The record shows that quite a measure of success has been achieved 
in encouraging people owning maturing E bonds to hold on to them 
after maturity. The Division strives to maintain the current reten- 
tion rate of 75 pe reent of the dollar volume maturing. By the end of 
the fiscal year 1953, close to $714 billion series E bonds will have come 
due. Ifthe oe ion rate thus far achieved (75 percent is maintained) 
on June 30, 1953, owners of $514 billion will be holding them beyond 
maturity. Then we will come to the heavy E bond maturities in fiscal 
1954, which reflect the wartime peaks of sales in 1944. By the close 
of fiscal year 1954, the amount of series E matured will have increased 
to $1314 billion. We will strive to encourage owners of at least $10 
billion to hold them for an additional period. 

Sales of savings bonds are a bulwark of a stable economy—keeping 
the ownership of the debt widely spread among the people. It is an 
important aid in the realization of one of the principal objectives of 
the debt-management program as st ated by the President in his state 
of the Union message. The United States savings bond program pro- 
motes thrift, gives the holder a buffer against misfortune, and makes 
him a partner of the Government. Through this program, many 
people for the first time in their lives become systematic and substantia] 
savers. 

To permit the United States Savings Bonds Division to execute the 
program that I have described, we originally requested funds in the 
amount of $5,417,400, which was $15,000 less than the $5,432,400 ap- 
propriated for the current fiscal year. However, as you gentlemen 
know, all budgets are being reviewed and studied to determine what 

savings may be possible. So far as I know, a determination on our 
hudget request has not been made. 

Now, Mr. Chairman, if I may, I have a few charts that I would 


like to show you. 
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AMOUNT OF SAVINGS BONDS ISSUED AND REDEEMED FROM MARCH 1935 
THROUGH DECEMBER 1952 


CuHArtT I 


U.S..SAVINGS BONDS 


AMOUNTS ISSUED AND REDEEMED * 
MARCH /935 ~ DECEMBER /95§2 


+6,1 BILLION 
Amount “hitters 
Redeemed 


BILLION 
BILLION 


oe eee 


Cash Value Wma a ast 
Amount 
Outstanding 


258.0 


BILLION 


rk 


2 Eee, 
HELD BY 
eee 


® INCLUDES ACTRUED DISCOUNT 


This first chart shows the amount of savings bonds issued and 
redeemed from March 1935 through December 1952. 

The total amount issued was $107.8 billion. $49.7 billion have been 
redeemed, of which $6.1 billion represented matured bonds. That 
leaves $58 billion outstanding last December 31, $49.2 billion of that 
being held by individuals. 
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FIRST SALES FRONT 


CuHartT II 


FIRST SALES FRONT... 


(iN BILLIONS OF DOLLARS 


CALENDAR YEARS: 195) 1952 


REDEMPTIONS* 


MATURED A-E 


UNMATURED 


CALENDAR YEARS: 1951 
YY AT COST PRICE 
* INCLUDES ACCRUED OLSCOUNT 


Our first sales front, of course, is in cash sales. This chart shows 
the change in the calendar years 1951 to 1952 in sales and redemptions. 

In the upper part there you see sales total $4 billion in 1951 up to 
$4.2 billion in 1952, a 5-percent increase. 
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The lower part of the chart shows redemptions. $5.7 in 1951 down 
to $5.1 billion in 1952. Of that $5.1 billion, $1 billion represented 
matured bonds. 

Incidentally, 1952 represents the lowest total amount of cash-ins 
of any year since 1944. 

SECOND SALES FRON'I 


CHart III 


SECOND SALES FRONT! 


RETENTION OF MATURED “E” BONDS 
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Now, our second sales front, of course, is to get retention of mature: 
E-bonds, and from May 1951 through December 1952, $4.8 billion iy 
E-bonds matured of which $1.2 billion, or 25 percent, had been re 
deemed, leaving $3.6 billion, or 75 percent retained. 

I might say that retention ratio has continued through January 
and February of 1953. 

GAP BETWEEN SALES AND REDEMPTIONS 


CHART IV 


THE GAP CLOSES 


MONTHLY SALES AND REDEMPTIONS OF SERIES E 1951-1952 
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The upper part of this chart represents the gap between sales and 
edemptions. The red line represents redemptions, the blue line 
epresents sales, and you can see during 1951 and 1952 that redemp 
tions were ahead of sales, but in January of 1953 sales went ahead 
of redemptions by $37 million, and that has also held true in Febru- 
ry of 1953 when sales were ahead of redemptions by $33 million. 


The lower part of this chart shows redemptions of unmatured 
I 


-bonds as a percent of the amount of E-bonds outstanding covering 
from January 1951 through January of 1953. 

Che January 1951 redemptions of E-bonds were 1.3 percent. That 
tarted to come down, and from April of 1951 through January 1953 
he redemption rate of unmatured E’s was well under 1 percent, and 
n February of 1953 the redemption rate was 0.53 percent of the 
amount outstanding. 
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INVESTMENT IN E-BONDS 


Cuart V 


OVER $35 BILLION IN “E's”. . 


OWNED BY 43,200,000 PEOPLE: 


INGOME 
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This chart shows over $35 billion in series E bonds outstanding 
owned by £3.200 000 people. E-bonds are held by all income groups. 
Of the income group under $1,000, 21 percent have some E-bonds. 

Of the income group of $1,000 to $3,000, 27 percent have some E 
bonds. 


Of the income group from $3,000 to $5,000, 44 percent have some 


K-bonds. 


Of the income group of $5,000 and over, 56 percent own E bonds. 
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AMOUNT OF E-BONDS OUTSTANDING 


CuartT VI 


AMOUNT OUTSTANDING. .. 


SERIES “E” BONDS 


BILLIONS OF DOLLARS 


This chart simply shows the amount outstanding of series E bonds 
is of December 31 for the years 1941 through 1952, with $35.1 billion 
utstanding December 31, 1952, and the figure in every case includes 
the accrued interest. 
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PROGRAM GROWTH SINCE NEW ISSUES 


CHART VII 
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We have compared here the increase in sales and decreases in re- 
demptions for comparable periods, being May 1951 through peasant 
1952, compared with May 1952, when the E-bonds were changed, 
through January 1953. 

Comparing those periods, sales of series E and H over series E 
bond sales are up 17 percent. Sales of all series are up 13 percent. 

For the same comparable period there was a decrease in redemp- 
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ons of all series of 5 percent and a decrease in unmatured E redemp 
ons of 12 percent. 

Phat concludes my presentation from the charts. 

Thank you very much. 

Mr. Canrietp. Mr. Predmore, you are asking for funds slightly 


under the amount allowed for the current fiscal year ¢ 


Mr. PrepmMore. That is right. 
EMPLOYEES IN WASHINGTON 


Mr. CanrieLp. How many people do you have employed in your 
Washington office, Mr. Predmore / 

Mr. Prepmore. At the present time, and actually on the rolls? 

Mr. CANFIELD. Yes. 

Mr. Prepmorre. May I have Mr. McDonald answer that question ? 

Mr. McDonatp. We have approximately 130 on the rolls in the 
Washington office. 


EMPLOYEES IN THE FIELD 


Mr. Canrietp. How many employees are in the field, Mr. Me 
Donald ? 

Mr. McDonatp. You want the figures currently on the rolls? 

Mr. CANFIELD. Yes. 

Mr. McDonaxp. We have 438 on the rolls in the field. We have 130 

the headquarters office in Washington and we have 96 in the dis 
tribution center in Chica 


Oo. 


cr 
DISPERSAL OF EMPLOYEES 


Mr. Canrretp. Do you have employees in every State of the Union? 
Mr. McDonatp. Yes, sir. 

Mr. Canrreip. Do you have a breakdown of that personnel ? 

Mr. McDona.p. Yes, sir. 

Mr. CanrreLp. Will you insert that in the record at this point ? 

Mr. McDonatp. Yes, sir. 
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(The material referred to is as follows:) 


Vumber of employees on rolls as of Feb. 28, 1953 


Number of Number of 
Field offices: employees employees 
Alabama = 4 New Jersey atest ] 


Arizona = sac 2 New Mexico ein 
Arkansas $ RU aE a citi aied 43 
California (northern) 2 North Carolina 7 
California (southern) 4 North Dakota 
Colorado i 4 Ohio 
Connecticu 7 


et 


Oklahoma_— 


Delaware B 2 Oregon j 
District of Columbia_-_.--- 5 Pennsylvania pails dodeeianitiaeds 31 
i” aa oid 7 Rhode Island . 
Georgia... 7 South Carolina phe Wicked en f 
Idaho # ‘i 3 South Dakota singpothaniatabecsi f 
Lllinois__ ea 33 ‘Tennessee : 6 
Indiana 13 Texas 16 
lowa ss 14 Utah ‘i 5 
Kansas 6 Vermont y 
Kentucky . 6 Virginia e 9 
Louisiana . 6 Washington = eal 8 
Maine J 3 West Virginia ae a 6 
Maryland - iced 6 Wisconsin aka 10 
Massachusetts__ 13 Wyoming Le. 2 
Michigan__- 7 eas 8 Territory of Hawaii__-__-__ 2 
Minnesota “= 8 ————— 
Mississippi eee 4 Omen NS A bccn 438 
Missouri___...—. sa 17 | Distribution center (Chicago) __ 96 
Montana ‘a _ - 4) Departmental (Washington) —-_~ 130 
Nebraska = 9 ——. 
Nevada - 2 otal number of employees. 664 
New Hampshire_......... 2 


As of November 1952, it became the policy of the Division to fill only clerical 
d none of the promotional vacancies until the plans of the new Treasury 
dministration had been formulated. Since February 4, 1953, there has been 


I 


pli: e with the directive from the Bureau of the Budget to restrict the 
ing of all vacancies 


The distribution of positions among the 51 field offices is based upon sales 
tential data. 


OBJECT CLASS BREAKDOWN 


Mr. Canrretp. Do you also have a breakdown of your costs; that is, 

division as between personnel, programs, and so forth? 

Mr. McDonaup. Yes. We have the cost by objective classes. 

Mr. Canriecp, Will you also have that inserted in the record at this 
point! 


Mr. McDonabp. Yes, sir. 
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(The material referred to is as follows:) 


Proposed obligations by objective classification, fiscal year 1954 


Objective classification : {mount 
01 Personal services ae __.. $3, 800, 700 
02 Travel ee ial a 400, 000 
03 Transportation of things__ _ ~~ : sts 86, 500 
04 Communication services = Bes " hnshtte 95, 450 
05 Rents and utility services 2 ecdeteahe . aaiaiens 1, 750 
06 Printing and reproduction : 575, 000 
O07 Other contractual services 855. 500 
OS Supplies and materials____- . - 85, 000 
09 Equipment 7 je 10, 000 

» Taxes and assessments . J 7, 500 


Total proposed obligations is _... 5, 417, 400 


RECOMMENDATIONS BY M’KINSEY & CO. 


Mr. Canrtetp. Mr. Predmore, you tell us that McKinsey & Co., 
management consulting engineers, have recently appraised and evalu 
ated your operations and organization. 

Did the McKinsey & Co. people make any recommendations for 
mprovement / 

Mr. PrepMore. They made several recommendations, Mr. Chair- 
man, and I think we have put them all into effect with the possible 
exception of one, and that was a study of the role of the volunteers in 
States and counties, and that has not been completed. They recom 
mended that we do that and we are doing it. We have not completed 
t. As far as I know, I think all other recommendations they made 

ave been put into effect. 

Mr. Canrietp. Do you think this report has been very helpful? 

Mr. Prepmorr. It has been very helpful; yes. 

Mr. CanrteLtp. Do you believe it will tend to reduce costs in any 
way { 

Mr. Prepmore. Well, as I understand it, Mr. Chairman, the McKin- 
sey report was not aimed so much at “eo costs as increasing 
efficienc y; in other words, to get us to sell more bonds with our efforts 
rather ths an necessarily reduci ing costs, although the result should be 
some little saving in travel. 


ADVERTISING SUPPORT 


Mr. CANFIELD. You tell us: 


A most important contribution to the sales program is the advertising support. 
Every year the Treasury receives millions of dollars worth of radio and tele- 
vision time, newspaper, magazine, and billboard space, and car cards free of 
charge. 

RADIO AND TELEVISION CONTRIBUTIONS 


How about radio and television ? 
Mr. Prepmore. Do you mean how much do we get from them? 
Mr. Canrretp. Do radio and television make any contributions? 


Mr. Prepmore. I think that I mentioned them in my statement. 


They do. 
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Mr. Canriecp. Tell us more about it. 

Mr. Prepmore. Radio, in terms of what the time amounts to, is 
one of the principal contributors. I have a breakdown of the esti- 
mated value of that by years and by media, if you would like to have it. 

For the fiscal year 1953 the total contributed time and space would 
amount to about $53,000,000, of which $23,000,000 would be radio; 
$5,000,000, television; $9,000,000, newspapers; $12,000,000, periodi- 
cals—magazines—and $4,000,000 outdoor billboards and car cards. 


RADIO AND TELEVISION COSTS 


Mr. Canrieip. However, there are radio and television costs, are 
there not? 

Mr. Prepmore. Yes. I did not mean to imply that there were no 
charges. 

Mr. Canrietp. What do you spend on radio and television in con- 
nection with your program’ What did you spend this last year ¢ 

Mr. McDonavp. For radio we have budgeted $130,000. That is 
principally for transcriptions. For television we have budgeted 
$60,000, which is for films and slides. 


COST OF OTHER ADVERTISING 


Mr. Canrrecp. How about other advertising media? 

Mr. McDonaxp. With regard to other advertising media we sup- 
plied mats and electros to newspapers and magazines. 

Also, there were outdoor posters and car cards for transportation 
and outdoor advertising. 

Mr. CanrieLtp. You do not pay newspapers ? 

Mr. McDonatp. We do not pay anything for time and space to 
any of the media. All time and space are donated. The only thing 
we supply is the materials. 

Mr. Canrtexp. In other words, the cost of radio, television, and 
radio programs is occasioned because of the expense that is necessary 
for transcriptions? 

Mr. McDonatp. Transcriptions, films, and slides. 

Mr. Canrrevp. The time is allocated free of charge? 

Mr. McDonatp. Yes. For inst: ance, for radio and television for 
1953, the contribution will amount to $23,000,000 for radio and $5,000,- 
000 for television, and the total cost to the Treasury will be about 
$190,000. 

COST OF ENTERTAIN MENT 


Mr. Canrietp. How about entertainment on these programs? 
What is the cost of the entertainment ? 

Mr. McDonavp. All live programs we produce are contributed 
entirely by the entertainers. 

With reference to transcriptions for radio, we do pay them the 
minimum union scale. That is a union requirement. The unions 
will not permit them to donate their services for transcriptions. They 
will permit them to donate their services for live shows. We get 
the outstanding talent. We use only “name” stars, and we get them 
for the union minimum fee, which in the case of a star like Bob Hope, 
we pay $55 for his participation in a 15-minute show, which includes 
rehearsals and the actual transcribing of the show. 
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Mr. Canrietp. That is held to the minimum union requirement ? 
Mr. McDonatp. That is the minimum union requirement. 


WORK STOPPAGES 


Mr. CanrieLp. I note in your statement, Mr. Predmore, that in the 
calendar year 1952, 55 million man-days were lost, more than twice 
the number in the calendar year 1951, through work stoppages. 

Mr. Prepmore. That is right. That is the figure supplied to us. 

Mr. Canrrevp. That was a real blow. 

Mr. Prepmore. A real blow to the payroll savings effort, and it had 
a far-reaching effect. 


OCCUPATIONAL BREAKDOWN OF BOND OWNERSHIP 


Mr. Canrrevp. You tell us that 38 percent of the Nation’s farmers 
own savings bonds. Do you have other categories of our people 
classified ? 

Mr. Prepmore. I do not believe we do, sir, except by the income 
groups that I showed you on the chart. That was the general break- 
down, but we do not have it by occupational groups. 


NEW POSITIONS FOR 1954 


Mr. Canrietp. Are you asking for any new positions for the new 
year { 

Mr. Prepmore. No, sir. 

Mr. Canrietp. Mr. Wilson. 

Mr. Witson. I have no questions. 

Mr. Canrievp. Mr. Passman. 


NUMBER OF FARMERS OWNING E-BONDS 


Mr. Passman. Mr. Clark, you mentioned that you had 1 million 
farmers owning E-bonds. You have 1 million at this time? 

Mr. Prepmore. We say that we would like to sell to another 1 mil- 
lion in the fiscal year 1954. Thirty-eight percent of around 5, 900, 000 
would be close to 2,000,000 farmers that own savings bonds, and we 
are going to try to reach another 1 million if we can. 

Mr. Passman. Increase the holding by a million? 

Mr. Prepmore. That is what we would ‘like to do. 

Mr. Passman. I read an article recently that 1 person out of every 
6 of our Nation’s population is a farmer, but that he only received $1 
out of each $9 of our national income. That was in 1946. That was 
in a most prosperous period. Under present-day prices for agricul- 
tural commodities, the farmer will receive only $1 out of $15 of our 
national income. 

I wonder now if that will not have a far-reaching effect on the 
program you have for the farmers, inasmuch as their’ per capita in- 
come has dropped so very much. 
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Mr. Prepmore. I should think that would have some effect on it. 
certainly. It is bound to. On the other hand, we are going to tr) 
to convince the farmer that if he is going to stay in business in thi 
mechanized age when this mechanical equipment wears out, the equi] 
ment will have to be replaced and he ought to be setting something 
aside looking toward that day of replacement. If he comes up 
the day of replacement and cannot replace it, in effect he is out of 
business because he cannot farm with horses any more, or at least 
they do not. 













Mr. Passman. Inasmuch as their income has dropped the percent 
age I just mentioned there, I find that many of the farmers today 
are having it pretty hard. 

Mr. Prepmore. Yes, sir. 

Mr. Passman. Take, for example, the crop year of 1952; many 
of them lost money. Of course, if the same thing is true in 1953, I 
am afraid you will have a high goal. I hope that you can accomplis! 
it. 

Mr. Prepmore. I hope so, too. If I may say so, you must under 
stand as a sales organization we try to set our goals high. In other 
words, I think that is acce pte d selling procedure—th: it you set a goal 
that is going to take real work to reach rather than taking something 
that you can reach without trying. 




















VOLUNTEER SALE OF BONDS 








Mr. Passman. So far as the cost of selling a bond is concerned, the 
paperwork and so forth, that is free. You have many agencies co- 
operating with your department in issuing the sale of the bonds? 
Mr. Kirtsy. That is true. There are 21,000 volunteer agencies that 
perform the service, the actual issuance of the bonds, without any 
cost to the Government. 
Mr. Passman. That is also true of the banks. They do not make 
any charge for issuing the bonds; do they ? 
Mr. Kirey. That is correct. They are a part of the 21,000. 



























COMPARISON OF SALE AND REDEMPTION UNIT COSTS 








Mr. Passman. Which would be the higher unit cost, the expense of 
issuing the bonds or the expense of redeeming the bonds, so far as 
paperwork is concerned ¢ 

Mr. Kitsy. There is not a great deal of difference, Mr. Passman. 
The cost of issuance might be in the neighborhood of 21 cents, and 
the cost of redemption in the neighborhood of 24 cents, on the average. 
PATRIOTIC BANKERS 

Mr. Passman. I am merely tying this in with the statement, or the 
questions we asked you when you were testifying. First, our bankers 
are extremely patriotic, and if they are willing to issue the bonds with- 
out any cost, it may be that we could prevail upon them to redeem 
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the bonds without any cost and thereby effect a tremendous saving, 
percentagewise, in your department. 
Mr. Kiuey. Right. 


NEW APPEALS FOR THE BOND PROGRAM 


Mr. Canrtetp. Mr. Predmore, does the Division have any particu- 
rly new techniques or new appeals for the program that you could 
ell us about at this time ? 

Mr. PrepmMorr. The farm machinery replacement program that I 
talked about is a new idea with us. 

Then this bond-a-month program is not new, but we are giving it a 
vigorous promotion in April—the first time, I suppose, really nation- 

de. Other than that, 1 do not think we have anything particularly 
ew as far as techniques are concerned. 


LOW-INCOME PEROPLE BUY BONDS 


Mr. Canrretp. One of your charts indicated that 21 percent of the 
people earning less than $1,000 a year had bought bonds. 

Mr. PrepmMore. They owned them. They had bought them at one 
time or another. It is a perfectly amazing thing to me. That was 
based upon a survey made for the Federal Reserve Board, and I have 
no reason to question it at all. 

Mr. Canrretp. That is a wonderful story, and it emphasizes that 
the plain people, the little people of the United States of America, 
ire deeply and inherently patriotic. 

Mr. Ciark. During the war the people on old-age pensions bought 


bonds. ‘They would buy a few stamps and then would accumulate 
enough for a bond. It was a most remarkable thing. 

Mr. PrepMore. I have some of our current printed material that I 
could leave here with you, if you would like to have it. 

Mr. Canrretp. We always like to have it so we can review it. 


FREE ADVERTISING 


. Vursett. The gentleman spoke about the remarkable free ad- 
ve ich donated by the newspapers, the radio, and so forth. I have 
been in the newspaper business until recently, for about 35 years, and 
| know the tremendous work in World War I and World War II that 
the small newspapers of the country did free of any charge. Iam very 
much interested in the fine showing that was made. 


PAYMENTS TO ENTERTAINERS 


I noticed one sour note in your testimony, that labor came in for a fee 
in using talent that belonged to the unions. Is that fee paid direct 
to the locals or to the officials of certain labor organizations? 

Mr. Prepmore. I think it is paid to the entertainer. 

Mr. Vursexu. Is it paid to the entertainer or to the labor organiza- 
tion itself ? 

Mr. McDona tp. It is paid to the entertainer. 

Mr. Vursexx. That is not so bad. 
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LABOR’S FREE SERVICES 


Mr. McDona.p. I might say, Mr. Congressman, that we get very 
fine support from labor in general. Labor organizations assist us in 
the promotion of the payroll savings plan. They do provide free 
services to us for all of our live shows—those that are not transcribed. 

Mr. Vursexx. I understand that generally down my way the of. 
ficials of labor have cooperated very well, and I could not quite under 
stand your testimony. That is the reason that I asked the question. 

Mr. McDonavp. That is a ruling to which they make no exception 
For the Red Cross, the Community Chest, or for any organization, 
they require the minimum rates on transcribed programs—those that 
can be used over and over again. 


rRAVEL 


Mr. Canrievtp. Mr. Predmore, it is noted that again this year about 

14 percent of your appropriation requests—or, to be exact, $400,000— 
is for travel. 

Will you be good enough to state for the record now why it is 
necessary to have those travel funds? 

Mr. Prepmore. A very important part of our work consists in keep- 
ing in contact with the volunteers and with business firms that have 
payroll savings plans, or encourage them to put the plan in, It is 
something that you cannot do by sitting in an office. You have to go 
see the people. We think that we get “value received for our travel 
dollar, and we think that the program would be less effective if we 
did not travel. 

Mr. Canrretp. This subcommittee is very anxious to promote this 
activity properly and see it succeed. We are pleased, deeply pleased, 
that during the months of January and February sales have exceeded 
redemptions for the first time since June 1950, when the Korean con- 
flict broke out. We hope that situation will continue. We think there 
1S every reason why it should be continued. 

Before we close these hearings, do you gentlemen have any particu- 
lar problems that you think the committee should be informed of at 
this moment ¢ 

Mr. Prepmore. I do not think of any particular problems I should 
tell the committee about at the moment. I would like to say, sir, that 
I appreciate your attitude and that of the other members of the com- 
mittee in wishing us success in this program. We, too, hope very 
much that the sales will continue to exceed the redemptions. We are 
certainly going to try to do everything we can to keep it that way. 

Mr. Canrrexp. Certainly there are many factors apparent on the 
horizon why that picture should be continued. 

Mr. Prepmore. Yes; that is true. 

Mr. CanrieLtp. Mr. McDonald, do you want to add anything at 
this time? 

Mr. McDonatp. No, sir. 

Mr. Canrievp. Mr. Clark, you are an old veteran in this business, 
and you are sort of a dedicated man. Do you want to say anything 
before closing ? 
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EFFORTS PAY OFF 


Mr. Ciark. Because of the effort we have put into the program, we 
are being able to overcome more resistance than we have in the past. 
Phat is the cumulative effect of this program. We must work con- 
stantly in the recruitment of volunteers. When we seek a volunteer, 
we look for a leader in his community, and such a search takes effort 
and time, because the real leaders are busy men. Yet we know that 
when we get a busy man who is the real leader of his community, he 
automatically will attract the better workers to support him. That 
is one effort that pays handsome dividends, 

Our sales program is based on the theory that you cannot have 

dividual security without collective security. And the behavior 
of the dollar depends upon the behavior of the people. These are 
basic truths, and, when understood by the potential investors, they buy 
our product, United States savings bonds. 

Mr. Canrietp. Thank you, gentlemen. That is all. 

[he committee will stand adjourned until 11 o’clock Monday 
morning. 


WEDNESDAY, APRIL 22, 1953. 
UNITED STATES SAVINGS BONDS DIVISION 


WITNESSES 


MERRILL. L. PREDMORE, NATIONAL DIRECTOR 

BILL McDONALD, DIRECTOR OF SALES OPERATIONS 
BERNARD KRIXTEIN, BUDGET OFFICER 

E. L. KILBY, COMMISSIONER OF THE PUBLIC DEBT 


Mr CANFIELD For the United States Savings Bonds Division 
inder the bureau's activity, we have as witnesses Mr. Merrill L 
Predmore, National Director; Mr. Bill McDonald, Director of Sales 
Operations; and Mr. Bernard Krixtein, the Budget Officer, as well as 
Mr. E. L. Kilby, Commissioner of the Public Debt 

Mr. Predmore, do you have a statement to make at this time? 


REDUCTIONS PROPOSED UNDER REVISED BUDGE’ 


Mr. Prepmore. Mr. Chairman, we have made a very careful review 
of our present activities, and we have determined we can save $541,800 
from our original budget estimate, bringing our present estimate to 
$4,875,600. We propose to accomplish that saving by effecting the 
following adjustments: 

First, elimination of all promotional activities in connection with 
series J and K savings bonds. We will concentrate on the series E 
and H bonds, our primary objective being the sale of bonds to 
individuals. 

We are going to reduce the quantity of our sales promotional mate- 
rial and use less expensive materials whenever we can, and we will 
make a distribution of materials on a more selective basis. 

We expect to have improved utilization of manpower in contacting 
and servicing the volunteer organizations—doing that,on a more 
selective basis. 
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We are going to curtail special promotional events such as rallies 
and exhibitions and personal appearances of outstanding personalities. 

We will have a proportionate reduction in travel and other objects 
supporting a reduction of 82 average positions. 

Mr. Chairman, that is the summarization of what we propose to 
do to effect the savings. 


INCREASE IN INTEREST RATES ON BONDS 


Mr. Gary. You also are increasing the interest rate on each issue 
of bonds now, which makes them more attractive to the public, is 
that not true? 

Mr. Prepmore. Do you mean the series E bonds that are held 
after maturity, or do you mean the series J and K bonds? 

Mr. Gary. So far this year you have increased the interest rate on 
every issue of bonds that have matured and been refinanced, have 
you not. 

Mr. Prepmore. In regard to the series F and G bonds that mature 
this year, from May 1, through December 31, 1953, the holders of 
those bonds are being offered the opportunity to exchange them for the 
3% percent Treasury bonds providing they make application prior to 
May 1. To the extent those people take advantage of that oppor- 
tunity for exchanging the bonds, there will be an increase in the interest 
rates; yes. 

Mr. Gary. And in the first refinancing you increased the rate on 
both short-term and long-term bonds? 

Mr. Prepmore. May I have Mr. Kilby answer that? 

Mr. Kixsy. The first financing that the new administration did 
was the refunding of some $8,900,000,000 of certificates which became 
due on February 15 of this year. In exchange holders were offered 
the option of a 24% percent 1-year certificate or a 2% percent 5-year 
and 10-months bond. 

Mr. Gary. Both of which were increases? 

Mr. Kinisy. Increased interest rates, although the rate pattern has 
been rising, as you know, Mr. Gary, for a number of months. The 
latest offering of the Treasury was the 3% percent 25-30-year bond, 
which was offered for cash in the amount of $1 billion, with the 
option of exchanging maturing series F and G bonds for the new 
bonds. 

Mr. Gary. To what extent was that offer oversubscribed? 

Mr. Kitsy. The preliminary report which the Treasury issued last 
Friday indicated that subscriptions were about 5% times the amount 
of the offering. With respect to the exchanges, we will not know 
until the end of the month to what extent people have offered to make 
the exchange, because the subscription books will not close until 
April 30. There are about $1,100,000,000 of savings bonds which 
mature during the period May through December, 1953, which are 
eligible for exchange. 


CONFIDENCE OF THE AMERICAN PEOPLE IN THE BOND STRUCTURE OF 


THE UNITED STATES 


Mr. Sreminski. I am glad to see there is no deliberate attempt to 
shake the confidence of the people in the bond structure of the United 
States. While I appreciate the fact that during the last 20 years 
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it has been said that the return on capital shrank from approximately 
5 to 7 percent to about 24 percent, which was the return on Govern- 
ment bonds, and while I appreciate the fact that the attempt now is 
to jack the return back to 5 and 7 percent, I hope the people who 
have confidence in Government investments can also be taken along 
for that investment ride. 

[ should like to go on record here as showing that I do not quite 
understand the paradox of one Cabinet officer unloading his invest- 
ments, because they are in private industry—while another Cabinet 
official, the Secretary of the Treasury, is not allowed to hold Govern- 
ment bonds, because he might favor the Government. Who do we 
work for? 

If we seem to be afraid of favoring the Government, which is people, 
perhaps the Secretary of the Treasury should be a private citizen, 
under the open control of private investors, rather than subject to 
the will and good wishes of the American electorate. The paradox is 
obvious. I want to underline it. It seems to me certainly that 
Government bonds should suffer no undue proportion, in relation to 
private investments. It is said “‘the more angels, the more room,” 
so too, the more confidence in Government and its bonds should 
eoincide with more confidence in industry and its returns. 


AVAILABILITY OF BONDS TO COMMERCIAL BANKS 


Mr. James. Are these new 3% percent bonds immediately available 
for banking? 

Mr. Kiusy. Yes, sir, Mr. James. The issue is available for bank 
ownership. In announcing the offering the Secretary indicated that 
there would be a limited participation by commercial banks on thy 
basis of their time deposits. The issue was keyed primarily to the 
investment of funds of individuals, and the time deposits held by the 
commercial banks represent the savings of individuals as contrasted 
with demand deposits, which do not form a basis upon which banks 
can subscribe to this issue. 

Mr. James. How many issues of Government bonds are not yet 
eligible for banking? 

Mr. Krury. I believe there are about five issues which are still 
not eligible, but I will be glad to verify that and make a correction 
in the record. 

Mr. James. With the amounts? 

Mr. Kinsy. Yes, sir, with the amounts. 

(The information referred to is as follows:) 

There are presently outstanding five issues of Treasury bonds on which there 


are certain restrictions as to ownership by commercial banks. They are as 
follows: 


Date eligible Amount out 
Series Date of issue for bank tanding as of 
ownership Mar. 31, 19 
245 percent: 
1964-69 : Sept. 15, 1943 | Sept. 15, 1953 $3, 833, 113, 500 
1965-70 Feb 1, 1944 ret 1, 1954 4 74 “ 
1966-71 Dew 1, 1944 | Dew 1954 2, 965, 692 
1967-72 Jur i 145 Jum 1962 1, 895, 389, 500 
1967-72 Nov. 15, 1945 Dee. 15, 1962 3, 834, 429, 500 
Total 17, 252, 368, 500 











204 
THE NEW ISSUE OF 30-YEAR 34%-PERCENT BONDS 


Mr. Gary. May I ask one more question? What was the rate on 
the bonds which are being refinanced? 

Mr. Kitsy. Two and one-half percent on the G-bonds; 2.53 percent 
on the F-bonds, each with a 12-year maturity. 

Mr. Gary. You have increased it, then, three-quarters of a percent 

Mr. Kinpy. With an extension of the maturity from 12 years 
which is a demand obligation, incidentally, over the entire 12-yea 
period, to a 30-year period with a 25-year call date. 

Mr. Gary. Would not the fact that this issue was so heavily over- 
subs¢ ribed indicate that the issue might have been refinanced at a 
lower rate‘ 

Mr. root Mr. Gary, during the 1930’s we had many issues which 
were Many more times oversubscribed than this particular issue. It 
was not unusual to have issues which were oversubscribed 8, 10, o1 
15 times the amount of the offering. 

Mr. Gary. That has not been true, however, since the thirties? 

Mr. Kitspy. We have had a rather unusual situation since then. 
In December of 1941 we came into World War II. The pattern of 
financing during the 4 years that the war lasted was an artificial 
pattern, in that the rate on long-term securities was pegged at 2 
percent, 10-year money at 2 percent, 1-year money at seven-eighths 
percent, and Treasury bills, which are 91-d: ay paper, at 0.375 percent 

Subsequent to the war we have not had any major issues of this 
nature, so there has been no opportunity to test the market in this 
particular area for the past 11 or 12 years. 

Mr. Gary. This increased interest rate is going to cost the Govern- 
ment more annual interest on its national debt? 

Mr. Kiisy. Mr. Gary, I am very sorry that I did not bring with 
me a most excellent statement which Secretary Humphrey ‘Issued 
a week ago Monday, and with your permission and yours, Mr. Chair- 
man, I would like to insert that statement in the record. 

Mr. CanFieLp. Without objection, it will be done. 

(The statement referred to is as follows:) 

The new issue of 30- vear 3% -percent bonds is one step in a program “‘of extend- 
ing part of the debt over longe ‘r periods and gradually placing greater amounts i! 


the hands of longer term investors’? announced by President Eisenhower in his 
state of the Union message. 

The concentration of sl ort-term debt in the banks by the previous administra- 
tion was one of the causes of inflation in the cost of living which has cost the 
American people billion s of dollars. A gradual placing of more securities in the 
hands of nonbank investors is a necessary step for economic stability. 

The sale of long-term bonds to these investors carries a somewhat higher interest 
rate, but this cost will be one many times over if it lessens the cost and disorgani- 
zation of inflation. The increased interest cost is partly recovered in taxation 
To the extent that the hey rest on these bonds goes to insurance companies, savings 
banks, pension funds, and other forms of the people’s savings, it will benefit the 
millions of families who have been most damaged by inflation and by inadequate 
return on savings because of artificially low interest rates. 


As far as deflation is concernea, while a few prices have declined recently, the 
cost of living is near its postwar high, employment is higher than ever before and 
unemployment is very small. With continued heavy military expenditures, the 
‘overnment is still operating at a deficit 


Mr. Kiipy. It is, to my mind, a very fine explanation of the 
reasonableness and the propriety of the 34-percent rate which was 
attached to this particular bond offering. It indicates that this 
interest money will filter indirectly into the hands of millions of 
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ndividuals who will benefit through various devices—increased 
prosperity of insurance companies, savings banks, pension funds, and 
things of that sort. 

| do not like to paraphrase it because I do not have it sufficiently 
lear in mind. 


ESTIMATE OF INCREASED INTEREST COST FOR FISCAL YEAR 1954 


Mr. Gary. Has there been any estimate made of the increased 
terest cost for the fiscal year 1954 which will result from the re- 
nancing of the bonds and other Government securities? 

Mr. Kitrpy. There has not been any official recasting of the estimate 
Mr. Gary. The estimate for interest which is pending before Congress 
yw 1954 at this time is $6,350,000,000. 

Mr. Gary. That will be increased, however, by reason of the in- 

eased interest that has already been authorized in these issues that 
have matured? 

Mr. Kinsy. That is correct, Mr. Gary. 

Mr. Gary. But notwithstanding the fact that there will be an in- 
rease, there has not been an estimate thus far as to the amount of 
that increase? 

Mr. Kiitpy. No, sir; there has not 
Mr. Gary. Is it possible to estimate that increase at the present 
time? 

Ir. Kinsey. For the entire financing program of the vear? It will 
be very easy to compute the additional amount of interest which will 
be paid in 1954 on the 24- and the 2%-percent issues of February 15 
[t will also be very easy to compute the additional interest cost as a 
result of the volume of 3s sold in the current offering. 

Mr. Gary. But you do not know what additional refinancing you 
will have between now and then and what interest rates will be offered? 

Mr. Kitpy. No, sir. 

Mr. Gary. Would you insert in the record a computation at this 
time of the additional cost for which we are already obligated and will 
be by reason of this last issue? 

Mr. Kirpy. I will be very glad to do that, Mr. Gary, although it 
will not be possible to fully cover the 3%-percent issue because we will 
not know the total amount of 3\%s issued on the exchange of the F- 
and G-bonds until the first of May. With respect to the 1 billion of 
the cash offering, it will be very easy to insert that figure at this time. 

Mr. Gary. I wish that you would insert all the information that 
available at this time with respect to those two issues 

Mr. Kiipy. Yes, sir. 

The information referred to is as follows:) 


In formulating the 1954 estimate for interest on the publie debt last fall, tl 
pattern of rates then in force, which was lower than at present, Was used 
rates borne by the certificates and bonds issued in February will result in int 
costs, on an annual basis, of about $34 million more than the cost on the maturins 
certificates For $1 billion of the new long-term marketah!e bond ow heing 
sold for cash, about $7.5 million more interest will be paid annually than on a like 
amount of the last long-term marketable bonds sold in the fall of 1945 


Mr. CanFieLp. Mr. Kilby and Mr. Predmore, it is good to know that 
your Wednesday, April 15, 1953 release, indicates that March was 
the third successive month in which sales of United States savings 
bonds, all series, have exceeded redemptions of matured and un- 
matured bonds. 
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If I remember correctly, when you appeared before us early in 
the year, you told us that January was the first such month sinc 


June 1950. 


Mr. Kiipy 


Mr 
Mr 


CANFIELD 
KILBY 


That is correct, Mr. Chairman. 


That is all, gentlemen. 


We thank you very much. 


Thank you very much, Mr. Chairman, 


Turspay, Marcu 17, 1953. 


OFFICE OF THE TREASURER 


WITNESSES 


MRS. IVY BAKER PRIEST, TREASURER 
FREDERICK 
EDMUND DOOLAN, ASSISTANT DEPUTY TREASURER 
WALTER L. FUNK, BUDGET OFFICER 


Al tic ite 
Re irsem rm } , 
Re ursel l 
tal av 1 Die obl itior 
l 1 ba rl j 
Ob i 
TE Rei 1 I ibe 
e 40) { S ¢ 4% 
Description 
Dir Obl ions 
Appropriated funds 
1. Processing cks, dep and clain 
General banking serv 
Retirement of current 
4. Maintenar f Treasurer UI 
5. Payment and cust f uritic 
6. Executive 
lotal obligat fre uppropriated funds 
Reimbursements fr non-Federal source 
Replacement of p 41 property sold 
lotal direct obligati 
Obligations Payable O of Reimbursements From Other 
1. Processing checks, deposit id ¢ 
’. Retirement of currer 
Payment and custod iri 
Total obligations payable out of reimbursements 


SALARIES AND 


{mounts available 


L. CHURCH, DEPUTY TREASURER 


EXPENSES 


for obligation 


| 

2 ua 1953 estimate |1954 estimat 
$21,050,000 | $20. 500. 000 $20, 450, 000 
687 | 500 ( 

72, 874 85 ( 471, 385 

21, 123, 561 20, 585, 8 20, 921, 88 

9. 337 
21, 114, 224 20), 585, 830 20, 921, 88. 


from the proceeds of sale of personal 


prop 


Obligations by activities 


f 


1952 actual 1953 estimate | 1954 estimat« 





$3, 606, 800 $3, 
16, 146, 229 15, 714 
516, 794 2 7 
369, 642 3 54 
318, 262 291, 944 288, 144 
82, 936 86, 317 86, 317 
21, 040, 663 20, 500, 000 20, 450, 000 
687 500 500 
21, 041, 350 20, 500, 500 20, 450, 500 
1 
69, 874 85, 330 71, 385 
400, 000 
000 
om 






20, 921, 
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Obligations by objects 


Object classification 1952 actual | 1953 estimate | 1954 estim 


Summary of Personal Services 


ber of permanent positions oan in ites om 
eequly alent of all other positior 
ge number of all employee sa vein rE 


ge salaries and grades 

















jeneral schedule grade 
A verage salary $3, 62 $3, 64 $3 
A verage grade GS8-3.9 GS-3.9 Gas , 
Crafts, protective, and custodial grades 
AY salary $2, 848 $2, 892 $2 gar 
A\ grade CPC-3.1 CPC-3.1 CPC 
rvice obligations 
Permanent positions 4,510, 048 4 URL, 286 4 739.4 
rt-time and temporary positior 5. 500 >? 
Regular pay in excessof 52-week base 17, 23 19, 024 IR 53) 
| nent above basic rates 668 1. 150 1. 15K 
lotal person il service obligations 4, 527, 949 5. 006, 960 4 764. 635 
ippropriated funds 
Personal services 4, 480, 810 4, 946, 231 $ 345. 950 
ivel 1, 838 3 87 R75 
ransportation of things 84, 292 14. 890 6.1 
Communication services 14 16, 780 16. TRE 
Rents and utility services 278, : 293, 045 307. 149 
6 Printing and reproduction 
Currency 15, 834, 130 14, 819, 300 ] 000 
Other QO. FA4( ] 767 
Other contractual services 45, 576 50. 150 39 4 
8 Supplies and material 166, 182 149. 673 151. 450 
Equipment 29, 928 1, 690 { 0 
Refunds, awards, and indemnities 1, 200 100 100 
laxes and assessments 4,111 10, 500 6. 414 
lotal obligations from appropriated fund 21, 040, 663 20, 500, 000 20. 450. 000 
Reimbursable Obligations 
Personal services 47,139 60, 730 418. 685 
lravel 
lransportation of things | ROS 1. R5¢ R50 
{ Communication services 232 250 250) 
Rents and utility services 11, 398 1] ’ 11. 747 
(} Printing and reproduction 701 § 600 4 G00 
7 Other contractual services 104 108 18. 108 
S Supplies and materials 6, 330 4, 880 7. 380 
09 Equipment 770 2, 600 6, 700 
5 Taxes and assessments 26 65 565 
Total reimbursable obligations 73, 561 85, 830 471. 885 
Obligations received 21, 114, 224 20, 585, 830 20, 921, 885 
Analysis of expenditures 
1952 actual | 1958 estimate 1954 estimate 
Unliquidated obligations, start of year $467, 603 $940, 594 $075. OOK 
Obligations incurred during the year 21, 114, 224 20, 585, 830 20, 921, 885 
21, 581, 827 21, 526, 424 21, 896, 885 
Deduct 
Reimbursable obligations 73, 561 85, 830 471, 885 
Adjustment in obligations of prior years 10, 604 
Unliquidated obligations, end of year 940, 594 975, 000 820), 000 
Total expenditures 20, 557, 068 20, 465, 594 20). 605. 000 





Expenditures are distributed as follows 
Out of current authorizations 20, 097, 020 
Out of prior authorizations 460, 048 


19, 640, 000 





81734— 53 14 
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JUSTIFICATION OF THE ESTIMATES 


Mr. Canrietp. The committee will be in order. We meet this 
morning to hear the request. of the Office of the Treasurer of the 
United States. The justification will be inserted in the record at this 
point. 

(The material referred to is as follows:) 


’ 


lnalysie of appropriation base for fiscal year 1954 


Regular appropriation, 1953 act ; $20, 500, OOO 


Supplemental appropriation fur 19535 


Total appropriation, 1953 20. DOO, OOO 


Reduetions 


Activit I Processing checks, deposits, 


Activity No. 3. Retirement of currency 
Activity No. 4. Maintenance of the Treasure! 
counts 


Activity No. 5. Payment and custody of securities 


Adjustment in bas : : 642, 416 
Appropriation base for 1954 19, S57, 584 
Increase over appropriation base for 1954 p92, 416 


ropriation estimate for 1954 20, 450, 000 


Increase or decrease from total appropriation, 1953_ —50, 000 


Comparison of appropriation base with appropriation estimate 


Ap} 


A verage 
positions 


188 +-$25, S1¢ 
719, 113 4-555, 700 
214, 784 +10, 900 
380, 14 

144 


317 


GENERAL STATEMENT 


The Office of the Treasurer, as the banking facility for the Government, is 
essentially a service organization whose responsibility is to facilitate the immense 
volume of financial transactions involved in the day-to-day business life of the 
Natio The volume of services required of the Treasurer’s Office cannot be 
iijministratively controlled by the Treasurer; however, the operations must be 
performed if the Government itself is to fulfill the duties and responsibilities 
essential to the smooth operations of the Nation’s economy. 

The major portion of the funds requested for operating expenses is for the 
activity charged with processing checks, deposits, and claims, which activity 
employs approximately 70 percent of the total personnel of the Office of the 
[reasurer, and constitutes one of its major functions. The next largest activity, 
on the basis of personnel and financial requirements, represents that involved in 
the retirement of currency. Most of the services performed by this activity are 
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rendered in connection with the retirement of Federal Reserve currency ana that 
portion of the costs thereof will be fully reimbursed by the Federal Reserve 
hanks. The remainder of the funds requested for operating expenses is to cover 
normal administrative expenses for the balance of our activities, which include 
general banking services, maintenance of the Treasurer’s accounts, payment and 
custody of securities, and the immediate Office of the Treasurer While the serv 
ces of these activities will very definitely be affected by the continued expansion 
if the military and related industrial activities, this estimate contemplates the 
ibsorption of such additional volume through increased operating standards and 
management improvements in general. 

The major portion, or approximately 75 percent, of the total funds requested 
inder this title represents requirements necessary to reimburse the Bureau of 
Engraving and Printing for the manufacture of United States paper currency. 


oor 


Che 1954 figure of $15,375,000 for this purpose compares with an actual expendi 
ture of $15,834,130 in 1952 and an estimated $14,819,300 for 1953 
Due to the lack of funds during fiscal year 1952, this Office was compelled to 
educe its personnel from 1,361 as of June 30, 1951, to 1,193 on June 1, 1952, with 
e result that a serious backlog of checks and currency was carried over into 
1953 for which no provision was made in the original budget request. Moreover, 
the amount appropriated for 1953 was substantially lower than the budget esti 
sates; and, while management savings effected during 1952 (projected on a full 
ear basis) will approximate $200,000, based on current workload estimates, the 
funds made available for 1953 will not be sufficient to enable this Office to process 
the carryover and maintain its operations on a current basis throughout the year, 
nor to procure sufficient new paper currency to maintain adequate reserves. The 
thin estimate for 1954 does not include funds for processing any workload 
which may be carried over from the curent fiscal year, but does contemplate the 
establishment of an adequate reserve of paper currency. 


JUSTIFICATIONS (By ACTIVITIES) 


] Processing checks, deposits, and claims 


Appropriation base for 1954 
Budget estimate for 1954 


Increase over base ; 25, 816 


This activity maintains checking accounts of Government disbursing officers 

ind Government-owned corporations ; pays checks drawn on the Treasurer of the 
United States; processes the documents crediting the various Government ac 
counts; directs the activities of Federal Reserve banks when acting as agents of 
the Treasurer in paying Government checks; and performs certain functions in 
connection with claims relating to lost, stolen, destroyed, and fraudulenty negoti 
ted checks. 
Government checks drawn on the Treasurer of the United States are of three 
distinctly different types; paper checks payable in Washington regardless of 
where issued; tabulating-card checks payable in Washington; and tabulating 
ard checks payable through the Federal Reserve banks as agents of the 
Treasurer. Paper checks must be manually processed through the various 
learing operations, while most operations on tabulating-card checks are per 
formed mechanically 

It should be emphasized that the operating expenses of this activity are 
determined entirely by the volume and type of checks drawn for Government 
expenditures. Unit costs have been used as the basis for determining require 
ments for handling these checks through the various steps in the clearing and 
iccounting operations, which include the processing of deposits and claims, in 
this activity over a long period of time. Accordingly, the estimated funds ré 
quired for salaries can be accurately established by multiplying the anticipated 
heck volume by the unit cost for handling each type of check with proper 
idjustment for material increases or decreases in work volume on a particular 

pe of check, ete. Requirements for expenses other than salaries are developed 
on the basis of actual costs during the past year adjusted to take into considera 
tion any changes resulting from fluctuation in volume between the different 
types of checks, restocking of supplies and forms, and replacement of equipment 
at current prices 
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A comparative statement, by type of check, showing the actual check volum«e 
processed during the fiscal year 1952, and the estimates submitted by the various 
issuing Government checks, for the 


governmental departments and agencies 


fiscal years 1953 and 1954, together with a comparative statement of checkload 


for the fiscal years 1950-54, follows: 
Com] arative latement of checl volume by ty pe for the fiscal years 1952-54 


In thousands of checks 


Disbursed by Payable at 


Division of Paper Card Card checks 
shewan. | Qtheos ( checks, checks, Federal 
Di ¢ ther D/O Washing- Washing- Reserve 
ton, D. C. | ton, D. C banks ? 


19, 695 
46 


19, 741 
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Comparative statement of check volume 


Account 


t onth 


,000,000 completed units 


bution of obligations from funds available fo 


1954 by type of chectl 


Total 


TE Volume figure iven above 
ed only through the clearance operatic 


pproximately 2 months ied 0 















tb 
tt A het 


Summary by object class 







A ppropria- me sates 
tion base E vi. Increase 
1954 . 









$3, 138, 508 








$3, 138, 508 



















I l 1, 700 1, 700 
Ir yortation of things 40, 090 43, 321 $3, 231 
Communication services 10, 180 10, 180 
Rents and utility serv 283, 250 297, 354 14, 104 
Printing and reproduction 91, 167 95, 371 4, 204 
Other contractual services 14, 051 14, 051 
Supplies and material 131, 773 136, 050 4,277 
f juipment 29, SEY 29, SSY 
axes and assessments 5, 064 5, 064 
















3, 771, 488 


Potal ; vauan 3, 745, 672 


NOTE he entire increase under each object classification shown above is the direct result.of the est 
ated increase of approximately 23 million in the number of card checks to be paid by the Federal Reserv: 
ks. Specifically, it covers cost of shipping the additional checks, the rental cost of the equipment 


necessary in the banks to process the increased workload, and the additional printing and stationery costs 
incident th 














General banking services 







Appropriation base for 1954 i — iene $15, 1¢ 
Budget estimate for 1954 15, 71 


2 

oO, 
< 
9, 





t 


Increase over base . : ; iteaonale 555, 700 






This activity encompasses the performance, for Government accountable officers 
and for local banks, of practically all the major functions of a general banking 
institution, including the following: 

1. Payment of Government checks. 





2. Receipt of funds for deposit to accounts of the various Government agencies 
>. Collection of commercial checks, drafts, and postal money orders. 
4. Distribution, redemption, and accounting for coin from local area 
%. Over-the-counter and mail-order sales of savings bonds, stamps, and tax 


notes, 






6. Procurement, custody and issue of new United States paper currency. 

The expanded defense program has, and will continue to, increase the work- 
load of the Cash Room involving receipts and number of checks cashed. This 
factor will continue to materially increase the volume of collection items to be 
handled. 








| | 
1952 actual | ee eee | 1954 estimate 
* ie 
Treasury checks and other obligations paid in cash_-_- 793, 364 825, 000 | 825, 000 
Deposits received and accounted for . 137, 208 150, 000 150, 000 
Commercial checks, drafts, and money orders processed for 
lection . 3, 881, 433 4, 200, 000 4, 200, 000 





Pieces of paper currency issued De ene are 1, 404, 816, 000 1, 510, 000, 000 1, 550, 000, 000 















04 
04 


> 
> 
, 
, 
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Summary by object class 





A ppropriatio Estimate 
base, 1954 1954 , wn 
nal services $319, 47 $319. 47 
vel 575 57 
portation of things 500 00 
nunication services 4) 4) 
Rents and utility service R ROA &. 825 
inting and reproduction 
Currency. 14, 819, 300 $75, OOO $ OO 
Other 2, 200 2 200 
Other contractual service 2 600 2 OO 
es and materials 650 5, 650 
iipment 2, 650 2 650 
is, awards, and indemnit 
ind assessment (x 10K 
rotal 63,4 “ 


Justification of increase 

Printing of currency: The entire increase comprises requirements to enable 
the establishment of a sufficient reserve in paper currency to adequately support 
current normal demands. 

The funds requested for reimbursement to the Bureau of Engraving and 
Printing in 1954 will provide for delivery of 1,580 million notes as compared 
with delivery of 1,600 million in 1952 and an estimated 1,523 million during 
the current fiscal year. 


1953 esti 1954 esti 
l ictual 
_— , nated mated 
Currency requirement n millions of notes 
Outstanding July 1 ‘ 1, 583 1,711 
Issuc 1, 40 1, 510 
Potal ‘ 2 2, 988 221 
Redemptions 1, 277 1, 510 
Outstanding June 30 ‘ 1,711 1,711 
irer’s reserve stock (in millions of notes 
On nand July 1 261 45 469 
Receipts : ; 1, 600 1, 52 1, 58 
lotal available 1, 861 v79 2, VAY 
Issuc 405 1, 510 l ) 
On hand June 30 kets ae J ie d 456 469 499 


The increase requested provides for restoration of reserves to approximatel) 
a 4month supply, but does not contemplate any increase in currency outstand 
ing over current levels. While the normal life of the $1 silver certificate has 
been determined at. 9 months, the average age of the paper currency now being 
presented for redemption has been determined to be 12 months; hence, much 
heavier redemptions are in order to improve the fitness of currency outstanding 


3. Retirement of currency 


Appropriation base for 1954 $193, SS4 
Budget estimate for 1954__- ‘ sil 204, 784 
Increase over base___--- 10, 900 


This activity performs the functions of redemption and retirement of United 
States, Federal Reserve bank, and national bank currency. It also examines 
and determines the redemption value of all mutilated and burned paper currency 
presented, and issues checks in payment thereof. 
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Based upon the present volume of receipts of currency for retirement, par 
ticularly receipts of multilated currency, and the continued heavy volume of 
circulation outstanding, as well as the low standard of fitness of such cur 
rency, it is estimated that the workload in 1954 will reflect a substantial up 
ward trend. The total cost of the services performed by this activity in con- 
nection with the retirement of Federal Reserve currency is fully reimbursed 
by the Federal Reserve banks. Heretofore, funds have been appropriated to 
cover the cost of these services and the reimbursements from the Federal Re 
serve banks are subsequently covered into the general fund of the Treasury 
as miscellaneous receipts. The 1954 budget submission does not contain pro 
vision for funds for these services and the total cost, which will approximate 
$400,000 will be advanced or reimbursed by the Federal 
thorized by Public Law 68s, 


Statistical data relating 


Reserve banks as au 
Sist Congress, approved August 14, 1950. 
to the workload of this activity is as follows: 


; 


Cu ency Ou 


standing 


June 30, 1952 






$29, 025, 925, 27¢ 






Estimate 1953 Estimate 1954 


currency retired 


Federal Reserve bank 1, 276, 500 1, 510, 000 1, 540, 006 
local 32, 260 34. 000 34. 000 


fror 
ron 
iror 








l from F¢ 1 





400, 000 400, 000 
Received from loca] bank &, 969 10, 000 10, 000 

Fit notes aelivered to cashier for reissue 30, 213 31, 000 31, 000 
ber of mutilated currency cases received 43 43 45 


















Exclusive of a backlog of approximately 75 million piece 


General procedure for the redemption and retirement of paper currency 

The Federal Reserve banks sort each day’s receipts of United States notes and 
silver certificates as to fit and unfit. The fit notes are returned to circulation 
while the unfit notes, sorted as to denomination and kind, are perforated with 
the banks’ symbol and cut in half lengthwise. The lower halves are then for- 
warded to the Bureau of Public Debt, Division of Loans and Currency, who 
advises the bank by wire as to their receipt, and authorizes shipment of the 
corresponding upper halves to the Office of the Treasurer, Currency Redemption 
Division. The Division of Loans and Currency makes a 100-percent count of the 
currency and, when discrepancies are found, the straps of currency involved are 
scheduled and forwarded to the Currency Redemption Division, where the straps 
containing the corresponding uppers are pulled, counted, and examined, and 
proper adjustments effected. When an entire shipment has been completely 
verified, the lowers and uppers are simultaneously released by the two bureaus 
to the Destruction Committee. 

The same procedure applies with regard to the redemption of Federal Reserve 
currency with the following exceptions: (1) Currency must be sorted by bank 
of issue; (2) the lower half is forwarded to the Treasurer's Office and the upper 
half to the Comptroller of the Currency. 

The Treasurer is responsible for the complete examination and verification of 
the lower halves of all Federal Reserve currency presented for redemption. The 
examination of this currency is much more involved than that of the United 
States currency. This is due to the fact that (1) such currency is issued on 
each of the 12 banks, and must be segregated by bank of issue and accorded 
separate accounting, (2) none of the Federal Reserve currency is in denomina- 
tions less than $5, and (3) counterfeits are much more prevalent in this type of 
currency. Approximately 85 percent of the total United States currency is in $1 
denomination. 
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All whole notes delivered to the cashier by local banks are referred to the Cur 
rency Redemption Division for processing. Here they are first segregated as t« 
and unfit. The fit currency is then put back into circulation through the 
ashier. The unfit currency is simultaneously counted and sorted by type, de 
omination, and, in the case of Federal Reserve currency, by bank of issue. The 
irrency is then canceled, cut in half lengthwise, and the lower half of United 
States currency forwarded to the Division of Loans and Currency for verifica 
tion, while the uppers of the Federal Reserve currency are forwarded to the 
omptroller of the Currency for verification prior to delivery to the Destruction 
ommittee. 
All mutilated currency, regardless of kind, presented by banks and individuals 
» the Currency Redemption Division, is thoroughly examined by employees 
rained in the examination of currency, the value determined, and proper set 
tlement effected. 


Summary by object class 


rsonal servi 
vel 

portation 

nunication service 

ind utility service 
iting and reproduction 
er contractual service 
plies and materials 
juipment 

t 


es and assessments 


otal 


Justification of increase by object classification 
Other contractual services: This entire figure represents the estimated cost 
f painting and repairing the quarters occupied by this activity in the Bureau 


f Engraving Annex, the work to be performed by the Bureau of Engraving 
and Printing on a reimbursable basis. 

Equipment: These additional funds will permit the acquisition of two tank 
type vault trucks to replace badly worn equipment. 


; 


}- Vainte nance of the 7 reasure) *s accounts 


Appropriation base for 1954 . » S380, 154 
Budget estimate for 1954 : : 380, 154 


Increase over base___- 7 


In order to comply with the provisions of the various laws governing the 
operations of the Office of the Treasurer and to prepare the statements of account 
required of him, this activity performs the following functions: 

1. Maintains depositary, transit, general Treasury asset and liability, cur- 
rency, public debt, and numerous related accounts, together with the Treasurer's 
account current. 

2. Authorizes and directs shipments of coins between Treasury offices, Federal 
Reserve banks, and the mints. 

3. Prepares Daily Statement of the United States Treasury, a monthly state- 
ment of classified receipts and expenditures of the Government, public debt, 
and paper currency outstanding. 

No effective unit for measuring the workload under this activity is available. 
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Summary by object class 


eS 


Estimate Increase ove 


tion base 1954 ae 


| 
Appropria- | 
| 
1954 | 


Personal services $352, 129 | $352, 129 
rravel 675 | 675 
l'‘ransportation of things 2, 300 2, 300 
Communication services 2, 800 2, 800 
Rents and utility service 

Printing and reproductior 13, 000 13, 000 
Other contractual services 1, 6 1, 600 
Supplies and material 3 75 3 750 
Equipment t 600 
Refunds, awards, and indemnities 5 50 


ixes and asst ment " 250 


S80, 154 


5). Payment and custody of securities 


Appropriation base for 1954 . $288, 144 
Budget estimate for 1954_- : 288, 144 


Increase over base 


The principal duties of this activity comprise the payment of principal and 
interest on public debt obligations of the United States, Government corporations 
and agencies, the Philippine Islands, and Puerto Rico: the receipt, examination, 
and verification of all United States securities purchased for the cumulative 
sinking fund and various other accounts; and to maintain custody of miscel 
laneous securities and trust funds, including those held to secure postal savings 
and public deposits in national banks, together with safekeeping facilities for 
individuals and others for United States savings bonds. 

A good portion of the work of this Division is governed by the volume of the 
outstanding public debt obligations. A comparative statement of public debt 
outstanding as of June 30, for the last 5 years, follows: 


Comparative statement of public debt outstanding as of June 30 


{In millions of dollars] 


1948 95 1951 


rreasury bonds 112, 462 110, 426 2, 798 93, 408 
Savings bonds 53, 273 56, 260 57, 536 57, 572 
Depositary bonds 316 369 28: 319 
l'reasury notes 29. 478 23, 565 42, ¢ 57, 609 
Certificates of indebtedness 39, OBS 7, 094 , 748 30, 177 
lreasury bills 13, 757 536 < 5 13, 614 
Specia] and miscellaneous 2, 991 2, 777 2, 855 1, 358 


Total 251, 365 252 256, 6! 254, 057 | 


Statement of workload on measurable operations 


i 
| 


Actual Estimate | Estimate 
1952 1953 | 1954 


United States savings bonds 
Payments... 46, 500 45, 000 45, 000 
Reissues é : $3, 000 40, 000 40, OO 
Safekeeping (pieces) . 134, 000 130, 000 130, 000 
cellaneous public debt and other securities 
Bond payments ‘ ‘ 247, 000 240, 000 240, 000 
Safekeeping (cases 2, 600 3, 000 3, 000 
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Summary by object class 


A ppropria 


tion base 1954| Stimate 


onal services 
l 
unsportation of things 
mmunication services 
ts and utility service 
ting and reproduction 
r contractual services 
lies and materials 
ment 
ds, awards, and indemnit 


i assessments 


Management savings accomplished during 1952, affecting the operations of this 
ctivity, have enabled presentation of a budget approximately $50,000 below 
that originally submitted for the fiscal year 1953, and while an increase in 
workload is indicated for 1954, this presentation provides for no increase in 
funds. 

6. Executive direction 


\ppropriation base for 1954 
Budget estimate for 1954 


Increase over base 


For organizational purposes, the Treasurer of the United States and his 
mmediate staff, together with the clerical employees assigned thereto, are 
designated as the “Treasurer's Office.” The Treasurer, through his staff, deter- 
mines all major questions of policy, procedure, and administration within the 
Bureau as a whole, and advises and instructs the heads of the various divisions 
with respect to technical problems or involved problems of administration 
irising therein. 

Summary by object classification 
Personal services: 
Appropriation base 1954 
Estimate 1954- 


Increase over base 


Analysis of direct and indirect obligations by activity 


Direct Indirect Total 
obligations obligations obligations 


Processing checks, deposits and claims $3, 541, 593 $229, 895 $3, 771, 488 
General banking services 15, 698, 115 20, 998 15, 719, 113 
Retirement of currency 165, 993 38, 791 204, 784 
4. Maintenance of the Treasurer's accounts 354, 186 , 968 380, 154 
5. Payment and custody of securities _ _- 270, 460 7, 684 288, 144 
Executive direction 83, 282 3, 035 86, 317 


Total 20, 113, 629 336, 37 20, 450, 000 


Heplanation of distribution of indirect obligations 

For organizational purposes, responsibility for all administrative activities and 
functions of the bureau pertaining to personnel services, administrative account- 
ing, administrative services relating to mail, files, supplies, and equipment, as 
well as wire communications and custodial services, is retained in the Treasurer's 
Office. Here is also handled the stocking and distribution, of accounting forms 
used by the banks, postmasters and disbursing officers; the processing of unused 
disbursing officers’ checks for destruction and the receipt and dispatch of secu- 
rities, currency and coin, all functions peculiar to the operations of the Treasurer’s 
Office. 

In preparing the within budget on an activity basis, the cost of these admin 
istrative services, involving 79 employees at salaries of $303,471 and other 
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expenses at $32,900, a total of $336,371 for 1954 was distributed over the opera 
ing divisions or activities on the basis of the number of personnel serviced 
each activity except in instances where particular items of expenses other tha 
salaries could be detinitely identified as a proper charge to an individua 
activity. 


Mr. Canrretp. We have before us the new Treasurer of the United 
States, Mrs. Ivy Baker Priest. We also have present Mr. Frederick 
L. Church, Deputy Treasurer; Edmund Doolan, Assistant Deputy 
Treasurer: sink Walter L. F unk, Budget Officer. 

Mrs. Priest, do you have a statement you are prepared to make t 
the committee at this time? 

Mrs. Priest. Yes; I have, Mr. Chairman. 

Mr. Canrriecp. Will you kindly proceed ? 

Mrs. Priest. Thank you. 









GENERAL STATEMENT 

Mr. Chairman and members of the committee, the Office of the 
Treasurer provides the banking facilities for the entire Federal Gov- 
ernment. Our major responsibility is to facilitate the millions of 
financial transactions involved in the day-to-day business life of the 
Nation, and the volume of services required of this Office is governed 
by the type and volume of such transactions. Our functions are 
established by law and must be performed in an efficient manner if 
the Government itself is to fulfill the duties and responsibilities essen- 
tial to the smooth operation of the Nation’s economy. 

While we do not have any branch or field offices, we are able to 
provide prompt and efficient banking facilities to Government offices 
everywhere by utilizing the Federal Reserve banks, acting in the ca- 
pacity of our agents, and under our supervision, in the performance 
of certain functions for the Treasurer. The procedures followed 
and the equipment used in the banks are essentially the same as ip 
the Washington office. 


OPERATIONS 


The principal activity of the Office of the Treasurer, on the basis 
of personnel and financial requirements, involves that charged with 
processing checks, deposits, and claims. Personnel requirements for 
this function represent 70 percent of the total personnel of the entire 
office. This activity is responsible for maintaining the checking ac- 
counts, not only for the Treasury disbursing officers throughout the 
world, but for disbursing officers of the Defense Establishment, those 
of the Post Office Departme nt and all other Government entities, in- 
cluding corporations, who perform their own disbursing functions. 
As a part of this operation, we must also process the claims relating 
to lost, stolen, destroyed, or fraudulently negotiated checks. Ap- 
proximately 85 percent of the total checks paid represents disburse- 
ments of only 4 Federal programs: the Defense Establishment, the 
Veterans’ Administration, social secur ity, and tax refunds. 

The Treasurer is required to maintain controlling accounts cover- 
ing receipts and disbursements for all funds placed in the custody 
of the Treasurer and to prepare the necessary reports thereon. Post- 
ing media for these accounts are primarily the actual debit and credit 
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ocuments processed daily and teletype reports from financial insti- 
‘tions and Government disbursing offices throughout the ¢ ountry. 
The payment of principal and interest on public-debt obligations 
f the United States, Government corporations, and agencies is also 
function of the Treasurer’s oflice. In addition, this activity pro 
des safekeeping facilities for individuals and others for United 
states savings bonds which at this time total approximately 600,000 
eces, 
(nother function of the Treasurer’s office, and a very important 
‘ volves the responsibility for meeting the cow try’s need for 
er currency and coin. We purchase all United States paper cul 


Cy frome thse Bureau of Engraving and Printing It is then issued 
ro >» Federal Reserve banks to financial institutions through 
t the country, and thence to trade channels, he coin necessary 


meet financial and trade reqt urements 1s suppl ed by the mints o 
rder or authority from the Treasurer. Paper currency unfit for 
r circulation is segregated from fit currency by the Federal Ri 

rve banks and, after perforation and cutting, is returned to the 
lreasury for ee and retirement. In addition, the redemp 
on of mutilated or burned paper currency, which will average better 
han 48,000 « "ases annually, is, under existing law, possible only in 


Treasurer’s oflice. 
CURRENT STATUS 


My predecessor, Mrs. ¢ reorgia Neese Clark, explained to your com- 
mittee, in hearings on the Third Supplemental Appropriation Act for 
2, the direct effect upon the Treasurer’s office of reduced appropria- 
tions and certain limitations on funds provided for the fiscal year 1952 
Even though every possible preliminary step had been taken and 
dditional employees were put on the rolls immediately upon avail- 
bility of additional funds on June 5, 1952, it was physically impos- 
sible to reduce the backlogs any appreciable amount in the short time 
available. Asa result, this Office began the current fiscal year with a 
wryover of 75 million pieces of currency to be processed for re- 
demption and approximately 18 million paper checks requiring further 
processing before they could be released to the General Accounting 
Office. During the past 6 months, substantial reductions have been 
iccomplished in the currency redemption backlog; however, the con- 
tinued increase in paper checks presented for payment has prevented 
similar reductions in the check backlog. While the volume of work 
on the other operations of the Treasurer’s office continues on the up- 
vard trend, the activities are on a current basis. 


PROPOSED CHANGE IN METHOD OF FINANCING REDEMPTION OF FEDERAL 
RESERVE CURRENCY 


The major portion of the backlog in currency presented for retire- 
ment pertains to Federal Reserve currency. Funds to perform this 
oper ition have heretofore been provided by direct appropri: ition with 
reimbursement in full being obtained from the banks at the com- 
pletion of the fiscal year, and de posited direct to the general fund of 
the Treasury. As stated above, shortage of appropriated funds was 
the direct cause of the immense backlog carried into the current fiscal 
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vear. After consultation with the Federal Reserve System, the Gen 
eral Accounting Office and the Bureau of the Budget, it was deter 
mined that the financing of this operation through advances from the 
Federal Reserve System, rather than by appropriation, would tend to 
serve the best interests of the Government. In view of this fact, the 
1954 budget presentation now before you has been prepared to provide 
for the financing of this operation by an advance of funds from the 
Federal Reserve System, and our 1954 appropriation requirements 
have been reduced accordingly. 
















BPXPANSION 
PUNCH( 





OF PROGRAM 


ARD CHECK IN 


RELATING 
THE 





PO CONVERSION 


DISBURSEMENT OF 


TO 


LARGE 


rHE USE 
ACCOUNTS 


OF 


























Another definite step has also been taken by this Office with a view 
to further reducing future budgetary requirements. This relates to 
the check payment operation. In view of the economies possible 
through the use of puncheard checks mechanically processed over 
paper checks, which require manual processing, the Treasurer’s office 
lias for several years been striving to have the departments and 
ugencies of the Government expand such conversions to all accounts 
possible. As evidence of the success of our efforts, 32 percent of a 
total of 332 million checks issued in 1945 were in paper form, as 
compared W ith 20 percent of a total of 306 million issued during 1952. 
in order to further expedite such conversions, at the Treasurer’s 
request, this project has now been made a part of the joint accounting 
improvement program being carried out by the Director of the 
Dureau of the Budget, the Comptroller General, and the Secretary 
of the Treasury. Accounts converted over the past year have per- 
mitted a reduction of approximately $200,000 in budgetary require- 
ments for 1954. In addition, the 1954 estimate incorporates an 
allowance for considerable further progress under this program. 
The goal is to convert all accounts involving a sufficient volume of 
checks to justify installation of equipment necessary to issuance of 
tiie puncheard check. 
























GENERAL DISTRIBUTION OF FUNDS REQUESTED 











It is believed of importance to call your attention to the fact that 
while budgetary requirements for the operation of this Office for 
1954 total $21 million, only $434 million represents requirements for 
personal services. Requirements to reimburse the Bureau of Engrav- 
ng and Printing for the manufacture of United States paper cur- 
rency are estimated at $1514 million, while the cost of transportation 
of currency and coin to fill the Nation’s demand therefor is estimated 
at $550,000. 













Practically the entire increase over base requirements for 1954 
iiivolves additional funds for the purpose of establishing a part of 
the reserve of the United States paper currency contemplated in the 
Department’s security program. 











PROVISION 






FOR INDICATED INCREASE IN 


RATES 


WORKLOAD AND IN PARCEL POST 





While the workload of the operating divisions of the Office of 
the Treasurer will very definitely continue to increase in proportion 
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io any further expansion of the military and related industrial 
activities, the estimate presented at this time contemplates the absorp- 
tion of such additional volume through increased operating standards 
and management improvements in general. 

Requirements of the Treasurer to cover the cost of transporting 
currency and coin, and shipments of forms by parcel post average 
pproximately $500,000 annually. The Post Office Department now 













sa request pending before the Interstate Commerce Commissio1 
Increase parcel post rates between 33 and 35 percent, Approval 
such a rate increase would immediately increase requirements of 

office for such service approximately $175,000 ai nually. How 





er, the estimates now before you do not include any provision for 





Ss Increase. 


Mr. Chairman, that concludes my statement. 
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Mr. Canrietp. Mrs. Priest, will you now be good enough to tell us 
omething of the background of your experience and life qualifying 
vou for the position of Treasurer of the United States. 

Mrs. Priest. Mr. Chairman, I have prepared a statement of my 
background which I am glad to submit. 

Mr. Canrrevp. I will ask our clerk if he will kindly read the state 
ment for the committee. 
(The clerk read the following statement: ) 


































Mrs. Ivy Baker Priest was born September 7, 1905, at Kimberley, Utah, the 
laughter of Orange Decatur and Clara Fearnley Baker She attended the 
elementary schools of Kimberley, and was graduted from Bingham High School, 
Bingham, Utah. She entered the University of Utah, but left college in he 
freshman year and as the eldest of seven children, took over the family responsi 
bilities when her father, a miner, became ill. Later she continued her education 
through extension courses at the University of Utah. She became a telephone 
operator and was advanced to supervisor. She then went into merchandising 
working during the day and teaching classes in American history and citizenship 
it night 





She became interested in political affairs and in 1934 became president of 
the Utah State Young Republicans. She married Roy Fletcher Priest on Decem 
ber 7, 1985. From 1936 to 1940 she was western regional director of the Young 
Republican National Federation, and from 140 te 1944 she was a member of the 
Utah State Republican Committee. She was a member of the Republica 
National Committee for Utah from 1944 to January 1953. On August 15, 1952 
she was appointed assistant to the chairman of the Republican National Com 
mittee, and head of the women’s division She has served as vice president and 
secretary of the Republican organization of 11 western States 

Her interest in public service has been reflected in her work as president 
of the Utah State Women’s Legislative Council, as vice president of the Utah 
Safety Council, and in the General Federation of Women’s Clubs, and the 
American Red Cross. She took the lead in winning the first minimum wage for 
workingwomen in Utah, and participated in the establishment of the youth 
center for Davis County, Utah (Salt Lake City). 

She resigned from the Republican National Committee when she was designated 
to be Treasurer of the United States in the Eisenhower administration. 

Mrs. Priest was nominated by President Eisenhower on January 22, 1953, to 
be Treasurer of the United States. The nomination was confirmed on January 
27, 1953, and she assumed office on January 28, 1953 

Mrs. Priest is the mother of three children: Patricia Ann, 16; Nancy Ellen, 11; 
and Roy, Jr., 10. 

The family’s home is in Bountiful, Utah. 


Mr. Canrreip. Mrs. Priest, your office is strictly a service: office? 
Mrs. Priest. Yes, Mr. Chairman. 































Mr. Canriexvp. In effect, you are the Government’s own banking 
facility; you have no administrative control whatever over the volume 
of your work? 


Mrs. Priest. It is purely banking and administrative. There is 
no Ca Vv involved. | hs ave nothing Lo Say about policy. 
Mr. Canrretp. You do not control the volume of work that comes 


into your office ? 
Mrs. Priest. No: we do not. 


REDUCTION IN ESTIMATES FOR 1954 


Mr. Canrietp. Do we understand that you are asking for fewe1 
employees than you had last year? 

Mrs. : rtest. I would like to ask Mr. Church to discuss this with 
you, Mr. Chairman. 

Mr. Cuurcn. Yes; we are asking for fewer employees. ‘The aver 
iwe was 1,502. 

Mr. Canrietp. And there is a decrease of $50,000 in your request / 

Mr. Cuurcu. That is right. 

Mr. Canrievp. There is a decrease of $50,000 from that which was 
allowed the previous fiscal year. However, is it not true that this 
reduction is more apparent than real? I say that because an analysis 
of the justification indicates that it is proposed to print 57 million 
more pieces of United States paper currency in 1954 than in 1953 at 
a cost of $555,700. Of the 57 million more pieces, 27 million are for 
ssue and 30 million for increasing the reserve stock on hand to 499 
million pieces. 

The budget request and the above additional cost of $555,700 con- 
sumes an ant icipated Say ing of about $200,000 due to conversion from 
the use of paper checks to card checks and represents a part of a 
bookkeeping change whereby $400,000 paid in annually by the gel 
eral Reserve banks for retirement of Federal Reserve notes will 1 
1954 be credited to this appropriation rather than credited to mis- 
cellaneous receipts of the Treasury as in former years. So the funds 
being saved are being plowed back into the operation for the most 
part ? 

REASON FOk INCREASE IN CURRENCY RESERVE STOCK 


Mr. Cuurcnu. The reason for the purchase of the extra currency 
is under a security program that was started back some 2 or 3 years 
ago. I might say also that back in 1941 we had about $8 billion in 
circulation—between $7 and $8 billion. We had 425 million pieces in 
ones then. The main bill that we are attempting to backlog 1s the $1 
bill, which is used the most. It was estimated by Mr. Jennings of 
the Comptroller of the Currency’s Office, chairman of the Committee 
on Post Attack, Rehabilitation of Banks, that it would take a year’s 
reserve to meet an emergency in Case of war. 


BACKLOG OF WORK 


Mr. Canrtetp. Mrs. Priest, I note in your statement that your esti- 
mate for 1954 does not include funds for processing any workload 
which may be carried over from the current fiscal year. Will you 








223 
1} » : . . . . 
+t borate a little further on that workload and the co sequt es 
-_ | ing therefrom / 
Mr. Crurcu. We started out, as the opening statement sets { rth, 
18 million checks in backlog. Th | per Cie ks have be nh ivy, 
( at we did not make as much pi ores n that as we did in our 
_ ederal Reserve notes. We still have a nsiderable backlog and we 
| p we do not know—that uy be the conversiol | 
permit us to clear up pretty much of that backlog in this fiseal 
\i CANFIELD. Will vou tell w the irio iwencies of the 
rg rovernment are iffected through your inability to ke care of that 
cklog promptly 
{ M I t I I i if] { f] | ( ition of tl ( 
il the General Ac he Trea 
Pp) re! to fun ion iecks | i log | t] ( l 
That has alway been our ¢ ie! ! e be 1 the 
rer’s Office. We have had 4 , ) e had back 
7 und it always « te I ( they have 
) backlogged thai it do f you keen the ork curl ee 
Mr. Canrtetp. Is the backlog that you tel about responsible for 
, my col ipl uints from vario iwencies oT the Federal Government ? 
a Mr. Cuurcn. It effects everyone whose chec! re backlogged; 
at 1 marily the Deft nse De partme nt that is, the Dep rtments of W ar, 
oO} \ir,and Navy and also to some extent the Post Office 
00 Mr. Canrietp. What I want to know is how the Government is 
on re udiced through your inability to process your operations. 
n Vir. Cuurcn. It affects our handling of our cla ms to an extent, in 
m reases the cost of searching checks and the handling ol rorgery 
9 tiTiiS. 
DISTRIBUTION OF PERSONNEL 
iD Mr. Canrietp. Do we understand that 70 percent of your perso nel 
| re employed on your item No. 1, Processing Checks, Deposits, and 
? 


( alms £ 
Mr. Cuurcu. Yes, sir. 
Mr. Canrietp. How about the other 30 percent ? 
Mr. Cuurcu. The next largest operation is our currency redemption 
ind then follows the Cash Division. 


S Mr. Canrietp. What percentage of your employees are employed 
™ n currency redemption / 

. Mr. Cuurci. It would be about 7 or 8 percent. There are about 
a 170 in there. 


Mr. Canrievtp. And the others are where? 

Mia. Cauvren. The Cash Division, Securities Division, and Division 
oi f General Accounts. The balance would be administrative. The 
% percent is broken down into three divisions and our general admin 
trative forces. 


REDEMPTION AND RETIREMENT OF PAPER CURRENCY 


Mr. Canrrevp. I have a note here from our staff and I shall read 
therefrom. This note says that the General Accounting Office, after 
ntensive survey of the procedures in connection with the redemption 
ind destruction of unfit paper currency, recommended to Treasury 

31734—583——-15 
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officials in June 1952 certain procedural changes to promote efficiency 
and economy. Apparent results to date, nil. 

The present costs are about $600,000, of which $400,000 is reim 
bursed by the Federal Reserve banks. Unfit currency, after being cut 
in two, gets more handling and counting and recounting than does new 
money. The subject is not new; but, since substantial economies are 
apparent, some effort should be made to eliminate the waste in this 
operation. 

Will you address yourself now to that criticism ? 

Mr. Cuurcn. That, Mr. Chairman, is something that is being 
studied, and it is a subject that I believe comes under the Secretary and 
his representative, the Fiscal Assistant Secretary. That is not some- 
thing that the Treasurer has any control over whatever. You see, all 
United States currency and all silver is something that comes directly 
under the Secretary by law. The Treasurer issues that, and the re- 
demption of that is handled in another bureau. So, I think the only 
thing I can say to that is that it is not something that the Treasurer 
can do more than recommend to the Fiscal Assistant that the changes 
that the General Accounting Office refers to be studied. There is a 
committee studying that. 

Mr. Canrtevp. Is not the Treasurer or her Office represented on this 
‘committee ¢ 

Mr. Cuurcn. Yes, sir; the Deputy Assistant. Treasurer is the rep- 
resentative on that committee. They are studying that. That ques 
tion has been brought up, but the thing I am trying to say is that it is 
not. something that the Treasurer herself or the Treasurer’s Oftice 
ean do anything about in her own jurisdiction. 

Mr. Canriecp. You tell us now that a study is being made? 

Mr. Cuvrcn. A study is being made under the direction of the 
Fiscal Assistant Secretary. 

Mr. Canrievp. Of the procedure for the redemption and retirement 
of we currency ¢ 

Mr. Cuvrcn. That is right. 

Mr. CANFIEL D. Do you know what progress has been made toward 
effecting any changes that might lead to economies? If you do not, 
where in the Tre asury- could we get testimony on that point ? 

Mr. Cuurcnu. I believe the Fiscal Assistant Secretary is the one to 
answer that. The Secretary personally has brought that up, and i 
has been studied several times in years gone by. eon have always 
come back to the procedure that is being followed, but a committee 
has been appointed within the last 2 months to make a study of that. 
That committee was appointed by the Fiscal Assistant Secretary. 

Mr. Canrieip. That committee was named within the last 2 months? 

Mr. Cuurcn. Yes. But, as I say, there have been 3 or 4 studies 
made in other years under the direction of the Secretary of the 
Treasury. 

Mr. Canrietp. On page 91 of the justifications you describe the 
rather elaborate procedure for the redemption and retirement of paper 
currency. Can you tell us how long this system has been in effect ? 

Mr. Cuurcu. With regard to Federal Reserve notes it started about 
1915. Prior to that we had national banknotes which were the prtn- 
cipal medium of currency. Those were issued by the Government 
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from 1865. That currency was issued more or less up until 1935, when 
it was discontinued. 

The same procedure is still followed for United States currency 
ind the silver certificates that a now issued by the Treasurer of the 
[Tnited States. She issues them, but the rede mption, as I say, is done 
by another bureau. The actual work that the Treasurer dh in the 
redemption line is on Federal Reserve notes. They examine them for 
counterfeits, and so forth. 

Mr. Funk. Mr. Chairman, may I make a comment there? 

Mr. CanFIELpD. Yes. 

Mr. Funk. The effect of those recommendations on the Treasurer’s 
appropriation was practically nil. The $400,000 reimbursed by the 
Federal Reserve banks is not in our appropriation for 1954. The 
balance of the funds in seine! is for operations that we would continue 
regardless of this recommendation that would involve strictly whole 
iotes presented for redemption and retirement from local areas and 
mutilated currency ship yped in from all over the world, which we 
would still continue to handle. 

Mr. Canrretp. Mr. Funk, I am very much of a layman when it 
omes to the question of redeeming and retiring paper currency. | 
have read and reread the procedure described on page 91 of the 
justifications and it seems to me that somehow a better system and 
pel haps a more economical 5\ stem could be devised. 

Mr. Funk. That is what they are actively working on now—very 
actively, 

Mr. Canrievp. As this prober on our staff indicated, it apparently is 
an old problem. 

Mr. Funk. That is right. Those are the half-notes, the unfit eu 
rency that is cut and sent in here by the Federal Reserve banks. 


DISPOSITION OF OLD CURRENCY 


Mr. CANFIELD. Do you know, perchance, what they do with all the 
wastepaper involved in this operation ‘ 

Mr. Funk. You mean the currency itself? 

Mr. Canrieip. The paper that is destroyed. How is it destroyed ¢ 

Mr. Funk. It is destroyed by incineration right here in W ashing 
ton. That is one of the problems that faces us in the decentralization 
of the destruction of currency. It would necessitate providing an 
incinerator in each of the 36 Federal Reserve cities. This currency. 
when it is burned, generates an intense heat, more than the usual 
incinerator could withstand. 

Mr. Canrietp. Do you mean that it does not have any salvage 
value? 

Mr. Funk. No. 

Mr. Canrietp. None whatever? 

Mr. It NK. No. The Bureau of the Public Debt has made some 
surveys on that, and I think they will be in a position to tell you just 
what the results are. : 

Mr. Steminskt. Mr. Chairman, would you ask the witness whether 
that process applies to checks or merely currency ? 

Mr. Funk. It applies to currency; it does not apply to checks: 
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DISPOSITION OF CANCELED CILECKS 


ed 


fr. Canrietp. Mr. Sieminski brought up the other day the subject 

OT he ( inceled che ks. 

fr Or NK. We tur those over to the General Accounting Office 
not know how they dispose of them. Do you know, Mr. Doolan ‘ 

fr. Dootan. I am not sure. I believe they are sold as wastepaper 

ir. ¢ NFIELD. You believe they are sold as wastepaper ? 

Ir. Dooian. I do not believe they burn them. That comes under 

i. lu d etl I of t] e Comptroller. however. He keeps them for oS 


mm. We turn over all 


veal nd then destroys them or disposes o 


PREASURY DAILY STATEMENT 


Mr. Canrrentp. Mrs. Priest, is it your office that prepares and dis 
tributes the Treasury Daily Statement ? 


Mrs. Prrest. I would hke Mr. Church to discuss that with you, 


your permission, 
Mr. Cuvurcn. The distribution really is made by the Bureau of 
Accounts. That is, we make it under their direction. 
Mr. Cnrrecp. Has there been anv change in the format of the 
isury Daily Statement since you last appeared before us? 
\| \ urcH. Yes, there have been « hanges made; there have been 
orrections made. There have been changes made trying to make 


re useful for the purpose for which it is issued. 1] those changes 
re made by the Treasurer under the direction of the Fiseal Assistant 
Secretary. 

Mr. Canrreip. And who receives the copies daily of that statement / 
Vir. Courenm. LT would have to furnish that information later. There 
s a list of something in the neighborhood of 1.500, which are dis 
tributed to libraries, to Congressmen, economists—people of that type. 
Mr. Canrretp. Will you havea copy of the list inserted in the record 

it this pornt # 


Mr. Cuurcnu. Yes, sir. 
(The information referred to is as follows:) 


Daily distribution of Treasury Daily Statement (exclusive of additional copies 


printed o rst, middle, and last day of each month) 

Government: 
Legislative no} 
Executive na ‘ 330 
Subtotal ; 925 
Financial institutions 144 
Educational institutions and libraries 39 
Commercial organizations 9] 
Newspapers, magazines, and periodicals ‘ SO 
All other . 129 
Potal : 1, 408 


« Bureau of Accounts, Mar. 6, 1953 
BUSINESS EXPERIENCE OF THE TREASURER 


Mr. Gary. Mrs. Priest, Mr. Canfield asked you about your back 
ground. Do you have any banking or business experience at all? 
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Mrs. Priest. No, Mr. Gary. I had no banking experie) I have 
id business experience. 
Vr. Gary. What has been your business experience 


Mrs. Prrest. Dep: rfment store } nacme. } ib oO) ‘ 
\uerbach Co. in Salt Lake ( ty, in the art department a d thy 
idy-to-wear department. 

Mr. Gary. When was that ¢ 

Mrs. Prrest. That would be from about 1929 « LOB0 up t | 
rarried, about 1935. 

Mr. Gary. You have not beet employed ince vou were Marr 

Mrs. Prmsr. No. I devoted my time then toei vetivitie 

Mr. Gary. Mrs. Priest. the figures we have before us and to 

have referred in your state) ent, are figures Olin 1 ie bud { 1 


d by Mr. Truman, are they not ? 
Mr. Church will answ 
Mr. Courcn. That is correct 
Vir. Gary. Have you: ibmitted a revised budeet 7” 
Mr. Cururcn. That is sor 


orking Oh how. 


Mrs. Priest. 


nething tha 


| do not think he has arrived at any 


Mr. Gary. Therefore, the figures that vou have given us this mort 

not necessarily th Houre upon \ hich vo will finally rel 
Mr. Cuurcnu. I could not say; I donot know 
Mr. Gary. I say, they are not necessarily the final figu: they 
LV or may not be. 
Mr. Cuourcu. That is correct. 

REIMBURSEMENT FROM FEDERAL RESERVE BOARD 

Mr. Gary. To what extent are your expenditures affected b 


ederal Reserve change that you referred to ? 

Mr. Cuurcn. About $400,000 that will be paid by the 
erve Board, reimbursed to us 

Mr. Gary. Heretofore that $400,000 has been in 

Mr. Cuurcn. That is right. 

Mr. Gary. So, notwithstanding the elimination of $400,000, you 
ire still asking for more money than you got last year? 

Mr. Cuurcn. For 1953 the figure was $20,500,000 and we are asking 
for $20,450,000. 

Mr. Gary. That is $50,000 less. 

Mr. Cuurcn. Yes, sir; I think I misunderstood your question. 

Mr. Gary. No, I made a mistake. You are asking for $50,000 less 
han you had last year. But, in effect, that is $350,000 more than you 
had last year because of this $400,000 reimbursement from the Federal 
Reserve banks. 

Mr. Cuurcn. That is right. 

Mr. Gary. So actually your budget for 1954 is $350,000 more than 
last year, 

Mr. Cuvurcu. Well, we have $555,000 in here as an increase in cur- 
rency on account of the security program. 


Federal Re 


} 


’ ys ; . 
luded inthe budget 


NUMBER OF EMPLOYEES 


Mr. Gary. How many more employees did you say you were asking 
for? 
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Mr. Cuurcn. I said we were asking for less. 

Mr. Gary. How many less? 

Mr. Cuurcu. One thousand three hundred and eighty-one is what 
we had in our 1953 estimate and 1,302 is what we are asking for, a 
difference of 79. 

Mr. Gary. Does your new arrangement with the Federal Reserve 
banks affect that number at all? 

Mr. Cuurcu. No. Instead of getting a direct appropriation and 
collecting the money from the Federal Reserve banks and putting 
it back into the Treasury, we simply use that $400,000 to pay directly. 
The primary reason was to prevent bac klogs in the future. The 
Comptroller of the Currency is reimbursed for his work, and we found 
that we could do it within the framework of the law. That is the 
reason we did it. 

Mr. Gary. I am not raising any objection to it, but I am just trying 
LO agg out what effect the change has on your appropriation. 

Mr. Cuurcn. None, except it reduces the direct appropriation, but 
we “iy a reimbursement. 


DESTRUCTION OF CURRENCY 


Mr. JAmes. The backlog of currency to be examined for fitness and 
destroyed is very considerable according to the testimony. 

Mr. Cuurcu. It was at the beginning of the year. It has been 
considerably reduced. 

Mr. James. You have a full statement here as to the number of 
pieces. Has there ever been any statement prepared as to the pound 
age or tonnage of this material ? 

Mr. Cuurcu. No, sir. 

Mr. JAMes. It would be considerable, would it not ? 

Mr. at rcu. Yes. 

Mr. James. And when it goes into incineration, it is pretty well 
destroyed! 

Mr. Cuurcn. May Tenlarge on that? There was a time when they 
tried cooking it and then selling it for pulp. 

Mr. JAmes. Was there enough tonnage of it to make that profitable? 

Mr. Cuurcn. It was considerable, Mr. James. 

Mr. James. That is the very point that I was coming to. In the 
reworking of ordinary commercial or industrial paper, the new pro- 
cesses of deinking is in itself destructive of any identification of 
former use. It seems to me that the process of deinking and cook- 
ing, as you call it—we sometimes call it digesting—would be a very 
much safer and far more economical and more flexible method of dis- 
posing of this material, because it would not involve any question of 
establishing incinerators under decentralized operations. 

These digesters can be relatively small things and they can be put 
up almost anywhere. There is very little odor and not much heat 
The | FOCESS destroys all original identification. 

Mr. ( “aurcH. First of all, that comes outside the jurisdiction of the 
Treasurer but, like anyone else, I have read about a lot of these things. 
The bureau that was charged with destruction by cooking or digest- 
ing, they tried that and worked it for a while, but it seemed that the 
people who purchased the pulp found it unsatisfactory and finally 
they had to discontinue it. In addition to that, often the people would 
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tind bills not entirely destroyed and they would present them to the 
lreasurer for redemption. Of course, we could tell right away that 
they had been through the process and we knew that that was some 
thing that would be found and presented. 

Not more than a year and a half ago they started a new experiment 

y ship ping some of this to a firm and it was not more than 3 weeks 
aie we had quite a few bills presented that had been picked uy 
that had not been digested, although it had been cut under control 
of the Secret Service and there were proper safeguards, somehow 
they did not get digested and the people found them and they were 
put out. 

Mr. JAmMEs. I would not recommend digesting these old bills with 
out. first deinking them. The deinking is the Important process. 
(he prime purpose is to completely destroy the identification of the 

lls, is 1t not ? 

Mr. Cuurcnu. That is mht. 

Mr. JAmes. It is not to recover a profit by selling the pulp. That 

not the purpose. The purpose is complete destruction of the 

irrency value. It would seem to me therefore that it would have 
ome to the attention of the Treasury Department sometime ago that 
this deinking process 18 comp laady destructive and that digest ing 
he paper would be final. 

Mr. Cuurcu. Of course, as I said, that is outside the jurisdiction 
f the Treasurer. What I am saying here probably [ should not be 
aving, but I do know that that has been tried several times. 

Mr. J AMES. There is some eXpansion suggested 1 the Treasurer's 


Office, so the question of decentralization is important. That is why 
| am discussing this matter at some length. As you say, this stuff 


burns hot and fires can be dangerous. Certainly, there is no such 
sk in the digestion of paper stock. 

Mr. Cuurcn. Well, that is your game, you know it. 

Mr. JAMES. No, it 1s not. It IS related, lh a sense, to niy business, 
but it is not part of my particular work. It is something that I know 
ibout because it is related rather remotely to my business. 

With reference to this backlog, I would lke to ask an interesting 
question ; you probably cannot answer it. How much of the backlog 
s in $2 bills? 

Mr. Cuurcn. This backlog is all Federal Reserve notes that we 
redeem. The $2 bill that is issued is either a United States note 
that is, the old greenback or Treasury note, or else a silver certificate. 
There are not too many silver twos that are issued. I was looking 
at that the other day. I think I have the figure here for 1952. In 
dollars there were $12,100,000, for 1952 

Mr. James. That would be 6,050,000 pieces. 


ELIMINATION OF THE $2 BILL 


Another oe that you may not be able to answer, but I am 
going to ask it. Is there any good reason now for continuation of 
the printing of the $2 bill? Why could not that bill be eliminated 
from the paper currency and the cost of record keeping and plate 
making and press work, ‘and so forth, be complete ‘ly ended? If there 
are only so few of those bills, representing such a relatively small 
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amount of money, what is the purpose in continuing to make the $: 
bill? 

Mr. Cuvurcn. There is a demand for it, mostly from New Eng 
land. That question has been asked many times. 

Mr. James. I asked it last year and I am going to keep on asking 
it every time this subject comes up. 

Mr. Crrurcn. That is something that probably ought to be studied 

Mr. James. Of course, we used to study it when we were very 
young. Weregarded a $2 bill assomething that was very, very danger 
ous, and to be avoided if possible, it was “bad luck.” 

You say that about 85 percent of all paper currency is in the $1 
bill. When we consider the pitifully small number of $2 bills, there 
certainly cannot be very much demand for $2 bills anywhere in the 
eountry. 

Mr. Cuvrcu. New England is where most of the demand is. 

Mr. J AMES. That has been said before and, bec ause of MV rathe 
peculiar interest in this matter, I inquired of some New England peo 
ple and they do not seem to confirm that idea. 

Mr. Cuurcu. That is where the shipments are made, Congressman 

Mr. James. That may be. I am going to say this. I have had 
an interest in this matter for some time. I have never spent a $2 
bill. I own every $2 bill that has come to me in change or otherwise 
in the last 30 years. I have exactly 10 of them and that’s not many 
for 30 years of hoarding. Now, there cannot be much use or reason 
or purpose in the $2 bill when a man will have offered to him—and 
I have never refused one in change—only so many $2 bills in that 
period of time. 

There is a cost involved, regardless of what explanation is made of 
this matter, in the record keepit o@ of these $2 bills, the plates that are 
engraved, the storage facilities for keeping those plates, accounting, 

nspection periodically to see that they are still there and not in some 
hody else’s hands, and so forth. <All those items cost the Govern 
ment money, and when you are only producing something like 5 mil 
lion of these pieces it would seem that now is the time to eliminate 
that piece from the currency and save all that money. 

Mr. Cuurcn. I promise you this, that with the authority of the 
Treasurer I will try to stop the further use of that. 

Mr. James. You make me very happy. 

Mr. Cuurcn. That is if Iean. Ido not know whether I can. J] 
will try. 

Mr. Gary. Is it not true that the present $5 bill buys just about 
what the old $2 bill used to buy? 

Mr. James. That is a very good point. 

Mr. Gary. So the $5 bill just about takes the place at the present 
time of the old $2 bill. 

Mr. James. It is just about as sensible to have a $2 bill as it would 
be to again coin the old 2-cent copper piece which was eliminated 
many, many years ago. 

Mr. Cuvrcn. I do not know what I can do but I am just saying, 
since the question was brought up by the committee, that I am per 
fectly willing to see what I can do. 

Mr. James. Mr. Chairman, I think that is all for now. 
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ACTUAL INCREASE FOR 1954 


Mr. Passman. Mrs. Priest, your pre i had $20,500,000 to op 
erate the Treasurer’ Ss Office for the fis sc al year 1953. | observe from 
your request that you are asking for £30,450,000, a reduction of 
350.000. 

Mrs. Priest. That is right. 

Mr. PassMan. Page 82 of the justifications, activity No. 1, carries 
| saving of $207,573; is that correct # 

Mrs. Priest. I would like to have Mr. Church discuss that with you, 
f he may. 

Mr. Cuurcn. That is correct. 

Mr. Passman. Then activity No. 3, “Retirement of currency,” shows 
. further saving of $430,443, inasmuch as this is now being paid by 
funds advi anced by the y ‘ederal Reserve System. 

Mr. Cuurcnu. Yes. s 

Mr. PAssMAN. That. eitibi a total reduction in your request of 
$638,016. If you subtract from that the $50,000 that you are not ask 
ng for, in reality your appropriation would be $588,016 more than 
vou asked for 1953, according to the justifications that have been 
submitted. 

Mr. Cuurcn. Part of that increase is due to the $555,000 that we 
ire asking for. 

Mr. Passman. I know that is true, but I am trying to arrive at the 
ictual increase after taking into account the reductions because of 
certain activities being financed otherwise. 

Mr. Cuurcu. Yes, sir. 

Mr. PassmMAN. So, in reality, there is an increase in your request of 


$588,016, 


TREASURY S REQUEST FOR 1953 


May LI ask you this question? How much did the Treasury Depart- 
metn ask for this agency for the fiscal year 1953 7% 

Mr. Cuurcn. $20,500,000. 

Mr. Passman. The Congress did not approve your request without 
reduction. 

wi peace No. 

Mr. Tea AN. I know how much the Congress appropriated. I 
im trying to find out how much you asked for the fiscal year 1953. 

Mr. Funk. Congress cut us $1 million. 

Mr. Passman. Congress cut you by $1 million ¢ 

Mr. Funk. That is right. 

Mr. Passman. You did not ask for a supplemental for 19534 

Mr. Funk. That is right. 

Mr. Passman. And you were able to operate with the $1 million 
reduction ? 

Mr. Funk. That is right. We applied most of it toward the 
purchase of currency. 

REVISION OF ESTIMATES 
Mr. Passman. May I ask you this question, Mrs. Priest? It is our 


understanding that the Director of the Budget requested each depart 
ment. to submit revised figures. In all probability they intended for 
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them to be downward. Did I understand you to say that you had 
not received a request from the Director of the Budget ¢ 

Mr. Cuurcu. I said that the Secretary was cons sidering something 
but had not arrived at any determin: ation of the ec ‘hanges to be made. 

Mr. Passman. Up until this time you have not had any request 
from the Secertary or the Director of the Budget to revise your 
figures, which would be known as the revised budget that will be 
submitted to Congress 7 

Mr. Cuvurcnu. I do not know what the answer to that would be. 1 
do know that the secretary Is st udy ing that. 

(Discussion off the record.) 

Mr. Passman. You have had a request, then, from either the 
Director of the Budget or the Secretary to revise your figures SO 
that a revised budget could be submitted to Congress ¢ 

Mr. Jounson. Continuous revisions. 

Mr. Passman. That is all. 

Mr. Sieminski. Mr. Chairman, I would like to wish Mrs. Priest 
luck in her new job. According to Life magazine, you are on a blue 
ribbon team and we are not going to bother you personality wise. 
You are real Americans and it is a pleasure to deal with you as far 
aS l have seen the W hole team wor k. Howe ver, the 1 issues are another 
problem. 

I think, on this side, if we seem aggressive, it is only because, as far 
as 1 am concerned, I feel that in the campaign with fiscal matters 
much license was taken. What I am trying to do for the benefit of 
my people is to present a conservative, American view financially, and 
I know, coming from the West, you are going to do that, too. 


COMPARISON OF COSTS OF PAPER AND CARDBOARD CHECKS 


I have just a few questions, one on the expansion program relating 
to the conversion to the use of puncheards. Do you find that the 
increased cost in the cardboard is swallowed up by the increase in 
efliciency in production ¢ 

Mrs. Priest. May I ask Mr. Church to discuss that question 
with you? 

Mr. Cuurcu. No; it is not, Mr. Congressman. The answer is “No.” 
There is quite a gap between the cost of the paper and the cardboard 
check. We are going, if we can, to turn all paper checks over to 
cardboard. 

Mr. Gary. I am sorry, I did not hear that. You said you were 
voing to do what ? 

Mr. Crurcnu. We are going to do everything possi le to convert 
the paper checks to card checks. In other words, we are trying to 
get a conversion of all paper checks into card checks. 

Mr. Sreminski. I like that. Does a card check cost more than a 
paper check ? 

Mr. Cuurcnu. No, sit 

Mr. Steminskt. It doesn’t? 


Mr. Cuurcnu. No, sir. 
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SYMBOLIZATION OF OUR CURRENCY 


Mr. Steminskr. Mrs, Priest, can you put out a story or do some 
thing to dramatize the allegory and the beauty of our currency for 
the children of our land ? ; , 

The American tradition has a healthy respect. for money. American 
currency tells a beautiful and symbolic story. Our history iS epic. 
The character of our people is stamped on our currency and coins, “In 
God we trust,” “E pluribus unum”—one from many. 

It carries our heroes, who did so much to build our country. Their 
portraits are on our bills. I thought you could have a lecture or a 
brochure made up in colors that would tell of the romance behind 
\merican currency; not how it i# made, but what it stands for. The 
character and the integrity behind its people. We've got to give the 
big lie to those who would deprecate and destroy the illusion of 
America, the beautiful. Schoolteachers and students might well find 
such a brochure interesting. 

Mrs. Priest. That is a good thought. 


USE OF FEDERAL RESERVE BANKS 


Mr. Canrtevp. Mrs. Priest, you say in your statement: 

While we do not have any branch or field offices, we are able to provide prompt 
ind efficient banking facilities to Government offices everywhere by utilizing the 
Federal Reserve banks, acting in the capacity of our agents, and under our supe 
vision, in the performance of certain functions for the Treasurer. 

Will you tell us what is meant by that statement ? 

Mr. Cuurcu. Well, the Federal Reserve banks pay our checks with 
out any reimbursement. The only thing we furnish is the paper for 
making statements for the checks and pay the rental on the IBM ma 
chines. There is probably a savings of around $5,000,000 a year. With 
regard to the personnel thet is used by the Federal Reserve banks to 
function those checks, that cost is borne | ry the Federal Reserve banks. 


MAINTENANCE OF CHECKING ACCOUNTS 


Mr. Canrretp. Your activity is responsible for maintaining the 
checking accounts, not only for the Treasury disbursing officers 
throughout the world, but for disbursing officers of the Defense Estab 
lishments, those of the Post Office Department, and all other,Govern 
ment entities, including corporations who perform their own disburs 
ing functions / 

Mr. Cuvurcnu. That is correct. 

Mr. Canrievp. In other words, you maintain the checking accounts 
for all Federal agencies? 

Mr. Cuurcu. Every disbursing officer. 

Mr. Canriretp. Throughout the world? 

Mr. Cuurcn. Yes. 


SAFEKEEPING FACILITIES 


Mr. Canrrevp. Mrs. Priest, one of your activities is providing 
safekeeping facilities for individuals and others for United States 
saving bonds which at this time total approximately 600,000 pieces. 
What do you mean by that? 
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Mr. Cuurcn. Under the direction of the Secretary of the Treasury, 
when they first began to issue saving bonds, the Treasurer was autho: 
ized to act as custodian, free of charge, of all savings bonds that wer 
deposited by the owners of those bonds. That is the service that these 
600,000 pieces now represent. They are the people who buy bond 
and deposit them with us. We open accounts, keep records, and then 
when they come in for redemption we redeem them and pay them 
without any costs. That is what that refers to. 

Mr. CanrreLp. Where are these bonds? 

Mr. Cuurcu. In the Treasurer’s office up in the vault that we hav: 
for that purpose. 

Mr. Canrievp. In other words, that is a free service to any bond 
holder in the United States. e 

Mr. Cuurcn. That is right, saving bonds; not the Treasury bonds 


AVERAGE AGE OF PAPER CURRENCY 


Mr. Canrreip. Mrs. Priest, you say that while the normal life of 
the S1 silver certificate has been determined at 9 months, the average 
age of the paper currency now being presented for redemption has 
been determined to be 12 months. It is the $1 certifieate that has the 
rapid turnover ¢ 

Mr. Cuurcn. That is right. 

Mr. Canrievp. And is largely responsible for your request for new 
paper ¢ 


Mr. Cuurcn. That is right. 
QUALITY OF PAPER USED IN CURRENCY 


Mr. Canrietp. How about the quality of the paper that is being 
furnished you at this time? Is it better than that of yesterday? Is 
it in the process of constant improvement ? 

Mr. Cuurcn. They are making a study of that right now trying 
to find a $1 bill that will last much longer. The Bureau of Standards 
is working on that. 

Mr. Canrieitp. Mr. Doolan, do you have a statement that you would 
like to present to the committee ¢ 

Mr. Dootan. No, sir. 

Mr. Canriecp. Mr. Funk, do you have anything to add? 

Mr. Funx. Yes, sir. 


CHECKLOAD ESTIMATE 


There was some question last year with regard to the estimate on 
the checkload, particularly in the military. I want you to know that 
a recent survey shows that through December we were processing in 
excess of 99 percent of our estimate. That seems right close. 
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CONTINGENT EXPENSES. 
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ESTIMATES 


Canrietp. There is one other item, “Contingent expenses, pub 


moneys, ¢ tice of the Treasurer.” and the analysis and justification 


} 


will be inserted in the record at this point. 
(The material referred to is as follows:) 


on 

that tnalysis of appropriation base 
ir in > 1 ~ 

=} Regular appropriation, 1953 act 


Supplemental appropriation for 1953 
Total appropriation, 1953 


\ppropriation base for 1954 
increase over appropriation base for 1954 


Appropriation estimate for 1954 


Increase o1 


for 


decrease from total appropriation, 


fiscal year 1 4 


S550, OOO 


SHO, OOO 


50, OOO 


0. OOO 


1953 











Com pa m of appropriation base wit) appropriation estimate for 1954 
Appropriation base Appropriation esti 
ne Sse Oo d t 
for 1954 mate for 1954 Increase or decrea 
Activity 
A verage A verage Average 
pos Amount posi Amount posi Amount 
tions tions tions 
1 ( llect af Kee I i r 
, 1 r } 
Unite ate $550, 000 $550, 000 


GENERAL STATEMENT 


Section 3653 of the Revised Statutes (U.S. C., title 31, sec. 545) provides for 
the allowance of certain expenses incident to collecting, safekeeping, transferring, 
or disbursing the public moneys of the United States. Pursuant thereto, this 
appropriation covers the cost of transportation of currency and coin, notes, bonds 
and other securities of the United States, the purchase of necessary supplies suc! 
as coin bags and webbing straps, and certain other items of expense, 

No part of this appropriation is for personal services. 

The principal items of expense comprising 90 percent of the total appropriation 
are (1) postage on mutilated United States paper currency shipped by parcel post 
from various points of the country to Washington, (2) shipments of new currenc) 
by parcel post from Washington to the various Federal Reserve banks, and (3) 
shipment by express and parcel post of coin between the Federal Reserve banks to 
meet the coin demands of banks in their districts. 


Justification 


Appropriation base for 1954 $550, 000 
Budget estimate for 1954 550, OOO 


Increase over base 


Budgetary requirements under this title are entirely dependent upon the de 
mand for currency and coin, which is not subject to administrative control 
Rased upon current operating costs and the projection of present requirements 
into the fiscal year 1954, the within estimate definitely represents minimum re 
quirements to enable this office to meet the expenses chargeable to this appro 
priation during the budget vear. Past experience has shown that accelerated 
defense and related industrial programs will definitely increase these require 
ments. Moreover, in those instances where, due to budgetary limitations o1 
scarcity of metal, the mints are in short production, it is necessary to continually 
ship coins between banks, the cost of which must be borne by this appropriation 

Mr. Canrievp. It will be noted that you are asking for $550,000, 
the same as provided by the Congress last year, the activity being 
known as collecting, safekeeping, transferring, and disbursing the 
public money of the United States. 

Is there anything new that we should know about this item ‘ 


EFFECT OF INCREASE IN PARCEL POST RATES 


Mr. Cuurcu. Nothing, except that the Post Office has a request in 
for an increase which will add about $175,000 to our expenses, if it is 
granted. That appears on page 5 of the statement. 

Mr. CANFIELD. You point out that the estimate now before us does 
not include any provision for the increase. 

Mr. Cuurcu. That is the point. 

Mr. Canrieip. Mrs. Priest, I think all the members of the com 
mittee will agree with me that your name is going to look very nice on 
the paper currency of the United States. Are bills now being printed 
with the name of Ivy Baker Priest ¢ 
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Mrs. Priest. Yes. As a matter of fact, I released some a week ago 
ist Saturday in my home town 


AUTOGRAPHING OF BILLS 


Mr. CANFIELD. Are you being asked to autograph some of them / 

Mrs. Priest. Yes, indeed. 

Mr. Canrievp. It is my understanding when you autograph a bil 
t is no longer eligible for circulation and that is a distinct saving to 


the Treasury of the United States. Is that true! 


Mr. Dootan. They will hold onto it. 
Mrs. Pres. I expect folks to keep bills when I autograph them 
Mr. Gary. Mrs. Priest, I just want to say to you that this committee 


prides itself on the fact that we have a minimum of politics in it | 
in assure you of the full cooperation of the minority mem be rs of the 
ommittee as well as the majority members. We wish you every 


iecess in your new work. We w ill be very glad to cooperate and try 
to make your administration successful. 

Mrs. Priest. Thank you very much. 

Mr. Canriretp. I agree with the statement that Mr. Crary has just 
made. | know that your distinguished predecessor, Mrs. (reorgia 
Neese Clark, now Mrs. Gray, would agree that the statement made by 
Mr. Gary is quite true. 

Mrs. Priest. I am sure of that. 

Mr. Canrietp. Thank you, Mrs. Priest and gentlemen. 

Mrs. Priest. Thank you, Mr. Chairman, and members of the com 
niuttee. I have enjoyed niy first appearance before a congressional 
committee. 


WEDNESDAY, APRIL 22, 1953 
OFFICE OF THE TREASURER 


WITNESSES 


MRS. IVY BAKER PRIEST, TREASURER 
FREDERICK L. CHURCH, DEPUTY TREASURER 
WALTER L. FUNK, BUDGET OFFICER 


SALARIES AND EXPENSES 


Analysis of reductions recommended in 1954 budget estimates 


Total ( } My s > O00, OOF 104 18, 450. 000 
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EXPLANATION OF REDUCTIONS 


1. Processing chee deposits and claims 
Reduction due to additional conversions from the use of 
paper to eard checks on large accounts of the post office 
and the military $109, 000 
(6) Accumulation of backlogs in processing checks and claims 23, 000 
Total reductions activity No. 1 232, 000 
2. General banking services: 
Reduction in over-the-counter banking services 13, 000 
Decrea ( np irchases of ¢ rrency of 180 million pieces 
from 1,580 million to 1,400 million 1, 745, 000 
‘otal reductions, activity No. 2 1, 758, 000 
Payment and custody of securities: 
Delay processing over-the-counter bond transactions 
and correspondence on payment cases 19, 000 
Total reductions, activitv No. 5 10, 000 
Total reducti 20 ) 
otal reductions 5 2, 000, 000 
{nalysis of reduction commended in 1954 budget estimates, by object classification 
direct obligations only) 
1954 ial 1954 rev 
O I pri Reductions hud ge 
budget tin 
] ynal ser 
I $4, 320, 77 $240, 000 £4 9x0. 7 
‘ in) M 
I p f 4 &, 534 & 
} t 1 
I l per ] 4 ( 240, 000 4, 105, OF 
lra 8 8 
Prat 46, 12 6,1 
Com 16, 78 at 
Rent il t l4 
Prir g and 
Currency 5, 375, 000 1, 745, 000 13, 630, 00 
Othe 113, 971 113 
O ¥, 451 30, 451 
Supplies and i 151, 450 151.4 
Equipment 43, 739 15, 000 28, 734 
Refund ward 100 1M 
l S 6, 414 6, 41 
sl apy riat I timate 20, 450, 000 2, 000, 000 18. 450. O00 


Mr. Canrietp. The next appropriation title is “Salaries and 
expenses, Office of the Treasurer, United States.”’ 

We have as witnesses this morning Mrs. Ivy Baker Priest, Treasurer; 
Mr. Frederick L. Church; and Mr. Walter L. Funk, budget officer 

The Truman budget called for an appropriation of $20,450,000 
with 1,176 average positions, and the new revised budget calls for 
$18,450,000 with 1,094 average positions. That means a cut of 
$2 million and 82 positions 
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REDUCTIONS PROPOSED UNDER REVISED BUDGET 


Mrs. Priest, do you have a statement to make at this time? 

Mrs. Priest. Yes, sir, I do. 

Mr. CANFIELD. Relative to the revision? 

Mrs. Prrest. Yes, sir. Would you like for me to read 1 

Mr. CANFIELD. Please proceed. 

\Mirs. Priest. As you gentlemen are all aware, the Treasurer's 
Office is strictly a service organization and has no control whatsoever 

ver the volume of services to be required, In view of these facts, 
we must necessarily base our estimates for budgetary requirements 
ipon the best workload information which our so-called customers 
can furnish us, and the projection of current workloads adjusted to 
current trends. In excess of 95 percent of our total fund require 
ments is developed on the basis of current unit costs. 

A thorough review and analysis of budgetary requirements neces- 
sary to perform the functions and operations of the Treasurer con- 
ducted subsequent to the submission of our formal estimate, and 
based upon new policies set forth by the Budget Director. disclosed 
two major areas in which reductions totaling approximately $2,000,000 
could be accomplished in the funds requested for ‘Salaries and 
expenses.” 

The first area, wherein a reduction of $232,000 has been made, 
nvolves requirements necessary to process the payment of checks 
drawn by Government disbursing officers. Since the preparation of 
the original estimate, the check-conversion program, referred to in 
our formal presentation, has succeeded to the point where on addi- 
tional allowance for savings of an estimated $109,000 may be con 
templated, provided the conversions are made effective as presently 
scheduled. The balance of this allowance is contingent upon appli- 
cation of a general reduction in all Federal expenditures, and a 
corresponding reduction in the voiume of checks we are required to 
process. Should these conversions or reductions in workload not 
materialize, this office would be forced to delay settlement of claims 
for Government checks with attendant public dissatisfaction, and to 
accumulate a backlog of work on other phases of the check payment 
operation, the processing of which would have to be postponed until 
funds were made available. 

The second major area where a reduction has been effected involves 
requirements for the purchase of paper currency. The funds re- 
quested for this purpose in the original submission have been reduced 
a total of $1,745,000. This will reduce the volume to be purchased, 
as shown in the 1954 budget, from 1,580 million pieces to 1,400 million 
pieces. To accomplish this, the standard of fitness of currency in 
circulation, which is already low, will have to be lowered still further, 
and it will be necessary to issue a portion of the 4 months’ reserve 
stock established during the current fiscal year. This will also defer 
any action on the security program which calls for a reserve equival- 
ent to 12 months’ normal requirements. 

The original estimate submitted under the title ‘Contingent ex- 
penses, public moneys,”’ requested a total of $550,000, $200,000 of 
which was to cover the cost of postage and telegraphic communications 
incident to the shipment of unfit paper currency to Washington for 
redemption and retirement. Upon the basis of current operating costs 


31734—53 16 
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and workload trends, the original estimate definitely represents mit 
mum requirements to enable this Office to meet the expenses charge: 
able to this appropriation during the budget year. However, a surv: 
is now being conducted as to the possibility of decentralizing the | 
demption of unfit currency, thus voiding necessity for its shipment 
Washington. This change in procedure, if adopted, will necessita 
the providing of adequate destruction facilities in the 36 Federal R 
serve banks and branches, and the establishment of a tight operati: 
procedure in each. Upon the assumption that such decentralizatio; 
will be accomplished on or before July 1, 1953, the original request 
has been reduced in the amount of $200,000. Failure to effectuat: 
the completed centralization of the redemption function on or befo: 
the above date will necessitate a request for restoration of these fund 
by supplemental appropriation 

As previously pointed out to your committee, we had on hand at th 
close of the fiscal vear 1952 a backlog of 75 million pieces of curren 
to be processed for redemption and approximately 18 million checks 
on which some phase of the payment operation was incomplete. The 
revised budget now before you provides a total of but $19,271,885 fo 
the fiscal vear 1954 as against total actual obligations of $21,615,132 
for the fiscal year 1952, a reduction of $2 million. 

You may be assured that the Treasurer’s Office will take advantag: 
of every opportunity to hold budget requiremens to the absolut: 
minimum. 


DECENTRALIZATION OF REDEMPTION OF UNFIT CURRENCY 


Mir. CANFIELD. You tell us that the proposed decentralization of 
the redemption of unfit currency in the Federal Reserve banks will 
involve the establishment of facilities in these banks. Will that 
operation be a new cost to the Treasury? 

\Mirs. Priest. No, sir, Mr. Canfield. I would like to have M: 
Funk discuss that mere in detail with you, if you will permit it. 

Mr. Funk. That would not involve additional costs. What we 
are saving hére is the cost of transporting that currency to Wash 
ington, $200,000. If it is decentralized the Federal Reserve banks 
will retire the currency, and that cost will be deleted. 

Mir. Canrietp. What does ‘‘the establishment of new facilities 
mean? 

\ir. Funk. The Federal Reserve banks do not have facilities for 
destroying the curreney at the present time. At the present tim 
we are destroving it by incineration in the Bureau of Printing and 
Engraving. The banks will either have to put in incinerators or will 
have to develop some new method of disposing of it. 

Mr. Gary. Will they pay for that themselves, or will the Govern 
ment? 

\ir. Funx. That has not been determined. The cost of the installa- 
tion of the equipment will probably be borne by the banks, but any 
additional costs as to auditing, those will have to be taken up in this 
survey that is now being conducted. 

\ir. Gary. Then that may not result in total savings? 
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Mir. Funk. It will result in the savings contemplated here. That 

the transportation of that curreney into Washington. 

\Mr. Gary. But in place of that you may have to spend some money 
lsewhere for auditing the process in the various banks? 

Mr. Funk. That is possible, but it is now audited here, which audit 

paid for from funds appropriated to the Bureau of the Public Debt 

Mr. CanrieLtp. Mrs. Priest, based on your studies of the require 
ments of your office, do you believe with vour Chief, the Secretary of 
the Treasury, that the new request provides sufficient money for you 
to perform your mission? 

\irs. Priest. I think that it does, Mr. Chairman, contingent of 

rse upon the factors I have just related 

\ir. Steminskr. Do you feel, Mrs. Priest, that control in vou 
iuditing procedures will be as tight when this is decentralized as it 
rresumably now under central supervision here? 

\irs. Priest. I would like to ask Mr. Funk to discuss that with you 

Mir. Funk. I believe the Treasury Department will insist upon it 

Ir. Steminski. Thank vou 

Mir. Gary. And that the actual destruction of the currency will be 
ist as carefully supervised as it is now? 

Mr. Funk. That is right, si 

Mr. Sreminski. Presumably, the cost of the incinerators and the 
lestruction equipment will be borne by the private banks rather than 

State governments or the Federal bookkeeping on the lower levels; 
that correct? 

Mr. Funk. That is right, sir 


CONTINGENT Expenses, Pustic MONrys 


Analysis of reductions recommended in 1954 budget estimates 
‘ } 
4 if I 
Act 
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EXPLANATION OF REDUCTION 
Proposed decentralization of redemptior of nfit United States eurreneyv to 
Federal Reserve banks will reduce cost of shipments of sueh currency to Was! 
gton, D. C 
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nmended in 1954 budget estimates, by object classificatio 
direct obligations only 


1954 original 


rinted 
I t 


budget 


Mr. Canrtetp. You have already told us about the contingent 
expenses of the public money 

Mrs. Prisest. Yes, sir. 

Mr. Canriretp. The above analysis shows that the Truman budget 
calls for $550,000 and that there is a reduction therein of $200,000 
The amount in the revision is $350,000 

We thank you for your appearance before the comn.ittee today. 

The committee will stand adjourned until 9:30 tomorrow morning 


Turspay, Marcu 17, 1953. 
UNITED STATES SECRET SERVICE 
WITNESSES 
U. E. BAUGHMAN, CHIEF 
GEORGE W. TAYLOR, ADMINISTRATIVE OFFICER 
WILLIAM D. CAWLEY, SPECIAL AGENT IN CHARGE 
SALARIES AND Expenses, UNITED STAtEs SECRI! 
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stimate | 1954 estimate 


Dursements trom non- 


Total available for oblig 


LANCE 
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Obligations incurred " n “an 2 670, 497 | 2 1) 
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10n-Federal sources above are from proceeds of sale of personal property 
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Obligations by activities 


Description 1952 act 
ated fund 
uppressil oO ‘ ng and investigating check i 
bond forgeries ¢ 483 
General administrative services 
Executive t 4 
l'otal obligations from appropriated fur 2, 654 
t ‘ ents from non-Federal sources 
i. Replacer t of personal property sold f 
Obligations incurred 
Obligations by objects 
Object classificat 952 act 
un be I ‘ positio 
enu ill employees 
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ibove | ic rates 
ersonal services 2 29 
2 Travel ¥ 
IT sportation of things 1s 
t Communication services 2 
6 Printing and reproduction 9 
0 Other contractual services 
8 Supplies and materials 62 
9 Equipment 44 
I Refunds, awards, and indemnities 
axes and assessments 
Unvouchered 
Total obligat fro ippropr “di fur 2, 654 
bursement ro ( Fedral rees 
) Equipment 1f 
qr t T ed 2 ¢ 
inalysis of expenditures 
1952 act 
nliquidated obligatior tart of year $203 


)bligations incurred ing the year 2 





Deduct 








Reimbursable obligations 16 
Unliquidated obligations, end of year 217 
Obligated balance carried to certified claims account ] 
Total expenditures 2 638 
penditures are distributed as follows 
Out of current authorizations 2, 442 
Out of prior authorizations 196 
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SALARIES AND Expenses. Waite House Po.ice 


imounts available for obligation 


1952 actual | 1953 estimate | 1954 estima t 


$647, 000 $698, 000 SHOR, ( 
5 000 


2. 000 698, 000 
8, 796 


643, 205 698, 000 


Obligations by activities 


yf White House and grounds 
$643, 20 
698, OO 
698, 000 


Obligations by objects 


1952 actual 1953 estimate 


170 
135 163 


$4.109 $4. 109 


positior 561, 52 667, 852 


nt above t ite 61, O81 9, 000 

Potal personel service 622, 602 676, 852 

ransportation of thing 26 10 
Other contractual services 1, O82 1, 418 418 
ipplies and material 18, 415 19, 000 000 
juipment 1, O80 720 720 


Obligations incurred 643, 205 698. 000 


Analysis of expenditures 
1952 actual stimate 1954 estim 


Unliquidated obligations, start of $30, $36, 588 $30, OOK 


gations incurred during the 7 643 698, 000 698, OOK 


674, 19% 734, 588 728, 000 
iuct 
Unliquidated obligatior end of year 36, 30, 000 30, 000 
Obligated balance carried to certified claims account 


lotal expenditures 37 704. 5 , OO 
; fr] 

yllow 
irrent author ( r 668, 000 668, O01 
prior authorizatic 7 36, 588 30, 000 


ire 
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SALARIES AND ExpENsES, GUARD 


{mounts available for obligation 


$465, OO 


by activities 
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Payment above basic 
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ippropriated Funds 


services 


sportation of things 
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her contractual services 
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juipment 


bXe and assessment 
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Equipment 
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inalysis of erpenditures 


1952 actual | 1953 estimate 


$54, 500 
465, 500 


520, 000 


$2, 000 


435, 500 
52, 000 


JUSTIFICATION OF ESTIMATES 


Mr. Canrietp. Gentlemen, we now review the request of thi 
United States Secret Service, and we have before us as witnesses Mr 
U. E. Baughman, Chief, Mr. George W. Taylor, administrative offic: 
and Mr. William D. Cawley, special agent in charge. 

The justification of the estimates will be inserted at this point in 
the record. 

The justifications are as follows: 


AND EXPENSES, U. 8S. SECRET SERVICE 


inalysis of appropriation base for fiscal year 1954 


ilar appropriation, 1953 act 


ental appropriation for 1953 


Total appropriation, 195 


2 
o 
Reductions: 1. } res g counterfeiting 


tigating check and | d forgeries $20, 000 
Adjustment to | , 000 


Appropriation base for 1954 . 705, 000 
Increase over appropriation base for 1954 20, 000 


Appropriation estimate for 1954 2. 725, 000 
Increase or decrease from total appropriation, 1953 


Comparison of appropriation base with appropriation estimate for 


Appropriation esti 


| mate for 1954 Increase or decrease 


A verage 
(mount posi- Amount 


tions 


+-20, OOK 
20, 001 
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Che following table presents a comparative analysis for the fiscal years 1949 
93 of the activity by type of case, exclusive of Presidential protection: 


Comparative statement of caseload statistics 


9, 009 
» 498 
292 


469 


10.091 
4 900 


405 


latement of arrests and convictions 


that went 


Counterfeit money confiscated 


Not in circu- 


lation Total 


In circulation 


$70, 328. 09 $185, 062. 95 $255, 391. 04 
145, 214. 91 2, 949, 015. 10 3, 094, 230. 01 
338, 062. 84 619, 700. 87 957, 763. 71 
735, 127. 06 554, 154. 20 ‘ 281. 26 


521, 187. 68 918, 249.15 , 439, 436. 83 
379, 861. 99 394, 068. 95 3, 930. 94 
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Summary by object class 
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JUSTIFICATION OF INCREASE BY OBJECT CLASS 










} j pment 






Che following increase is requested to cover the cost of new equipment 









$20, OOO 
FOO 












500 





The amount of $20,000 is requested to replace 20 automobiles during the 
cal year 1954. All of the cars to be replaced are over 6 years old and will have 
raveled in excess of 60,000 miles. The request is based on a net cost for each 
ur purchased of $1,000 after a deduction of $400 trade-in value of each old car 
eplaced The request for 20 cars is less than 25 percent of the fleet of cars oper 











ited by the Secret Service 














Number of Secret Service official cars by year model as of June 30, 1952 















Number 
ar model: of cars | Year model—Continued of cars 
1946 44 1951 39 
1947 5} 1952 é 
i948 75 
1949 15} Total 198 
1950 12) 





Number of cars qualifying for trade-in as of November 30, 1952, by age 
and mileage 
Cars to be traded in during fiseal year 1953 





66 






Cars eligible in 1953 but not traded in 
\dditional cars eligible in 1954 by age 5 
By mileage (based on cars with odometer readings as of Nov. 30, 1952, of 

more than 53,000 miles but less than 60,000 miles 








Total number eligible for trade-in during 1954 64 





Far greater economy is derived by replacing these old cars which are in constant 
need of repairs. 

b) Protection of the President of the United States This subactivity coneerns 
the protection of the President of the United States, his immediate family, the 
Vice President, at his request, and the person chosen to be the President, at all 
times and under all conditions, including the correlating and analyzing of all in 
formation, both from Secret Service investigators and other sources, sueh as 
letters and telephone calls from the public, for the purpose of anticipating danger 
that may threaten the President and his family, and referring such information 
to the field for guidance of investigators, in order to prevent potential dangers 
from materializing 
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Comparison of appropriation base with appropriation estimate for 1954 
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SAGR, 000 $6498, 000 


698, 000 


GENERAI 







STATEMENT 






Che funds requested under this appropriation are for expenses necessary 

aintain the permanent police force for the protection of the White House ar 
grounds, including personal services, uniforms and equipment and arms and amm 
nition, and miscellaneous supplies made in the manner the President may deter 
mine, for the protection of the Executive Mansion and grounds 
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CHANGES 












Due to the enactment of Publie Law 418. 82d Congress, approved June 28, 1952 
plac ing a limitation of 170 on the number of White House Police, the followir 
language has been deleted as no longer necessary 






‘Provided, That this appropriation shall be available for the employment 
additional personnel without regard for the limitation contained in section 2 


the Act of August 15, 1950 (Public Law 693 
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‘rplanation of estimates 








Protection of White House and grounds 











Appropriation base for 1954 
Budget « 1954 







$698, OOK 


timate for 698, 001 








Increast over base 










his activity concerns the protection of the Executive Mansion and grounds 
by the White House Police and involves control of official visitors as well a 
sightseers; control of all property, supplies, and mail entering the premises, and 
continual inspection for fire, explosives, and other similar hazards. Beginning 
\pril 22, 1952, the White House was opened to the publie daily except Sunday 
and Monday 






and the White House Police are now required to supervise and 
trol crowds of visitors averaging from 5,500 to 6,000 a day. 








rhe problem of protecting the White House has become increasingly difficult 
over the past few years because of unsettled world conditions The White Houss« 
policemen are confronted daily by disgruntled and mentally unbalanced persons 
who desire to see the President. Periodically,.organized groups appear at the 











White House to protest some Government action or proclaim their cause. Many 
of these groups have known subversive affiliations and an apparently peaceful! 
demonstration could erupt at any time into an organized attack upon the Execu 
tive Mansior The White House Police must be properly staffed for any emerg 


ency because no one can accurately predict when and to what extent their sery 
ices may be needed. This operation is closely allied with the personal protectio1 
of the President and his family while in residence and requires continual and clos« 
cooperation with the Secret Service personnel assigned to personal protective 
duties. 








The requested complement of 163 police are necessary to man the posts essen 
tial to the protection of the remodeled and enlarged Executive Mansion, its sur 


rounding grounds, and the Executive offices adjacent thereto. 
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Chief Baughman, do you have a statement to make at this time 
Mr. BauacuMan. I have, Mr. Chairman 
Mr. CaANFiELD. You may proceed. 


GENERAL STATEMENT 


Mr. Baucuman. Mr. Chairman and members of the committee, I 
1m appearing in support of the appropriation estimates for the United 
States Secret Service, the White House Police, and the Uniformed 
Guard Force for the fiscal year 1954. 

The total appropriation requested for the 3 activities amounts to 
$3,853,000, a decrease of $35,000 under the 1953 appropriations of 
$3,888,000. 

Under the provisions of title 18, United States Code, section 3056, 
as amended, the Secret Service bas 3 major duties: 

1) Protection of the President of the United States and members of 
his immediate family, the President-elect, and the Vice President at 
his request; 

(2) Suppression of counterfeiting of paper money, coins, stamps, 
bonds and other obligations and securities of the United States; and, 

3) Suppression of the forgery and fraudulent negotiation of 
Government checks and bonds 

The estimate of the appropriation for this activity for the fiscal 
vear 1954 is in the amount of $2,725,000 which is the same amount 
as the appropriation for 1953. Since additional funds are not requested 
for within-grade promotions required by law, which will amount to 
approximately $47,000, it will be necessary to meet this obligation 
by reducing personnel for the fiscal year 1954. In other words, if 
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the full amount requested is allowed, we will still face a reduction 
average employment 

Last year agents worked 85,000 hours of voluntary, uncompensat; 
overtime. ‘This is the equivalent of 45 men, the cost of which would 
be approximately $225,000 in salaries if paid by the Government 
Employees forfeited 12,101 hours annual leave, an average of 3 
days per employee, the equivalent of $35,744.95 

At the beginning of the fiscal year 1953, we had 9,952 cases on hand 
and as of February 28, 1953, this backlog was reduced to 8,485 cases 
This caseload is more than double what it should be considering our 
small complement of personnel. 

During the fiscal year 1952 we received 39,884 cases, making a tot: 
of 52,416 cases to be investigated. During this same fiscal yea 
12.464 cases were closed, averaging 15.7 cases per month for each o 
the 225 agents engaged in investigative work in our 57 offices in th 
United States, Puerto Rico and Hawaii. 

During 1952 our agents arrested 2,687 persons for offenses unde 
our jurisdiction, with 98 percent convictions in all cases that went to 
trial, or a total of 2,422 individuals. Counterfeiters received an 
average of 3 years In jail, check forgers 1% vears, and bond forgers 
od years. 


CHECK 





FORGERY CASES 





The forgery and fraudulent negotiation of Treasury checks continues 
to be our biggest criminal enforcement problem. 

For the fiscal vear 1952 the Secret Service had on hand and receive 
37.595 check forg ry cases and closed 30.091, involving $2,385.750.50 
and arrested 2,144 persons for this offense. 

Families of servicemen were hit hardest as forgery victims, wit! 
allotment and allowance checks constituting 21 percent of all check 
cases Investigated: income-tax refund checks, 20 percent; Veterans 
Administration checks, 13 percent; social security checks, 11 percent 
salary and travel checks, 5 percent; and the balance miscellaneous 

The mere mention of our backlog of 5,915 forged check cases on 
February 28, 1953, does not reflect the time and effort required of ou 
agents to make these investigations. I would like to tell vou briefly 
about one case in South Dakota involving the forgery of a Treasur\ 
check. The suspect was an Indian woman living at Cherry Cree! 
5. Dak., near the Chevenne River. The agent started for the Indian 
village which was on an unmarked road. At Plum Creek he found a 
bridge had been washed away. A farmer told him the Indians across 
the river had a boat, and the agent walked upstream and called to 
the Indians on the opposite bank, but the boat was not there. The 
agent locked his equipment in the trunk of his automobile, removed 
his outer clothing and rolled it up with his case file and gun inside, 
then held the roll over his head and swam across the river to the 
Indian village. At the village he learned the Indian woman had 
married and now lived 15 miles downstream. The agent went there, 
only to find that the family had moved several miles into country so 
rough it could be reached only on foot or on horseback. With a bor- 
rowed horse he went to the new location and obtained a confession 
from the Indian woman 

This is but one of the thousands of cases which we must investigate 
and I think it will help to show that a forged or altered check case is 
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ore than a statistic, and that even a routine case may require 
nsiderable time and labor. 


Lic COUNTERFEITING 


We received 1,210 counterfeiting cases in 1952 in comparison with 
41in 1951 A total of 205 persons were arrested for violating the 
vunterfeiting laws 
: (he committee will be interested to learn that due to the diligent 
nd extensive efforts of our agents in the fiscal vear 1952 in capturing 
ne counterfeiting plants before they were able to flood the unsus 
ecting public with large quantities of spurious money, the Secret 
service has greatly decreased the losses suffered by victims of counter 


t money The total amount of counterfeit money seized in 1952 

yas $773,930 as compared with $1,439,436 in 1951. Even with this 
oted decrease, $379,862 in bad money was passed on the public 

le] luring 1952 in comparison with $521,187 for the fiscal year 1951 


For the 8-month period July 1, 1952 to February 28, 1953, we seized 
$199.585,. of which $117,453 was passed on the public 
Unrelenting vigilance is necessary to curb this activity The 
decrease mm counterfeiting was also largely due to the arrest of fou 
Chicago counterfeiters in February 1952 which halted the widespread 
culation of counterfeit $10 and $20 notes in major cities of the 
ountry. The makers of these notes were responsible during th past 
ew years for passing approximately $1,500,000 on the public, and in 
addition. $800,000 of their product was seized before it could be 


»( placed in circulation. The Chicago case was climaxed by the pur 
chase of $100,000 in counterfeit bills by an undercover agent All 
yur principals were found guilty December 23 after a jury trial 
| vhich started December 4, 1952 
The fact that counterfeiting losses have greatly decreased does not 
wan that counterfeiters are not active. They are The point 


l that the public has not been hit because the Secret Service has stopped 
he counterfeiters in their tracks [ am pleased to report that for the 
rst 8 months of the current fiscal year, we have seized 10 countet 
elting plants before their operators were able to get into productior 
Had these offenders succeeded in foisting their home made $1, $5 
$10, and $20 bills on merchants and cashiers, the toll in counterfeiting 
sses would have been far greater 


SS PRESIDENTIAL PROTECTION 


Our Presidential protection functions have been very heavy durin 
he past year due to the dual re sponsibility of protecting the Presi lent 
; elect as well as the President. This dual responsibility, amplifie: I by 
‘ extensive travel in both cases, necessitated the diversion of investi 
rative personnel to protective duties 
For the fiscal vear 1952 we received 2,535 cases relating to Presi 
30 dential protection, in comparison with 3,629 received for the previous 
vear. During the past fiscal year 74 persons were arrested in these 
cases and 72 were convicted and sent to prison or mental institutions 
Most of these cases involve persons who are mentally ill, ranging 
from manic depressives to homicidal maniacs. Many are transients 
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wandering from city to city, perhaps with Washington and the Whit 
House as their ultimate objective. In some places transients are hel. 
only temporarily and are released while their minds are still in turmoil 
Occasionally a patient escapes from a mental hospital and we thei 
have to be more careful than ever, especis ally if he is inclined to blan 
the President or some other high Government official for his predic: 
ment. 

Some of these unfortunates are often said to be “harmless,” but ] 
think qualified psychiatrists will agree that the use of this term is not 
justified when applied to individuals with diseased minds. Th 
“harmless”’ patient who is meek and submissive this afternon may 
suddenly become violent and dangerous tonight, depending upon th¢ 
nature of his illness, his environment, and his reaction to current 
events. 

Numerous persons continually call at the White House demanding to 
see the President personally. For example, last spring a woman 
dressed in a riding habit appeared at the northwest gate riding a black 
mare, and was most insistent on seeing the President and the President 
only. Another caller was obsessed w oe the idea that he could kidnap 
Joseph Stalin and bring him to the United States, and insisted upon 
seeing the President to secure proper credentials. 

Some of these mentally unbalanced people have centered their at- 
tention upon relatives of Presidents, who are of concern to the Secret 
Service, as you know. I think it is pertinent to point out that the 
position and responsibilities of the President of the United States 
are such that he cannot have what is considered a normal life, home, 
or family relationship. He has no choice as to where he lives. He 
is a focal point for public and world attention. He is a slave to his 
office, being obliged to serve his country without cease at all hours 
and every day of the year. He can have very little privacy. If he 
has young children they are largely governed by protocol and cannot 
enjoy the freedom of the White House as they would a normal home. 

Unlike most men, the President is unable to devote himself per- 
sonally, as he might wish, to the care and protection of relatives for 
whom he feels responsibilities. Because of this, and because the 
President is alway sa controversial public figure, there are undoubtedly 
those who would harm the President by molesting or harming his 
close relatives who must live under the influence of the great office he 
holds. ‘This is one reason why we are authorized to protect members 
of the President’s family : 

AUTOMOBILES 


We are asking for 20 automobiles to replace a similar number in 
our present fleet. These cars to be replaced are all over 6 years old 
with a mileage of over 60,000. The request represents less than 
one-third of the 64 automobiles eligible for replacement in 1954. It is 
pertinent to mention that most major underworld characters have 
new and speedy automobiles, a factor which adds to law-enforcement 
difficulties, especially in surveillance work. 

As a matter of information the cars assigned to the Secret Service 
average 12,000 miles per year, and the operating cost, including depre- 
ciation and storage, is 5.75 cents per mile. 
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WHITE HOUSE POLICE 


The estimate of the appropriation for this activity for the fiscal year 
954 is in the amount of $698,000 which is the same amount as the 
ppropriation for the current fiscal year. 

The duties of the White House Police are to protect the Executive 

\fansion and grounds. This operation is closely allied with the per- 
onal protection of the President and his family while in residence 


and requires continual and close cooperation with the Secret Service 


ents assigned to personal protection duties. 

The requested complement is necessary to man the posts essential 
to the protection of the remodeled Executive Mansion, its surround- 

crounds and the adjacent executive offices. The additional com 
pensation for working holidays, as provided by Public Law 195, 82d 
Congress, is being absorbed in the fiscal years 1953 and 1954 through 
the reduction of three positions. 

On April 22, 1952, the White House was opened to the public 

laily, excepting Sunday and Vionday, and the White House Police 
re now require d to supe rvise and control crowds of visitors 

In addition to manning their regi ce post of duty, there are many 
activities which must be supervised | vy White House Police, such as 
social functions and receptions, appointments kept by large groups, 
escort of persons not having security clearance, press conferences, and 

yon 

It is necessary, to keep these officers at peak efficiency, to give 
them constant training in various phases of security techniques, 
crowd control, and protection of persons and property, first aid, 
atomic, biological, and chemical warfare and the usual training in 
small arms, Thompson submachineguns, judo, disarming, and hand- 
to-hand combat. 

[ have personally surveyed the remodeled White House 1 am of 
the firm opinion that the force requested is essential to its proper 
protection. 

UNIFORMED GUARD FORCI 


The estimate of the appropriation for this activity for the fiscal 
year 1954 is in the amount of $430,000, a decrease of $35,000 below 
the 1953 appropriation of $465,000. 

The reduction of $35,000 is attributed entirely to the elimination of 
10 guards and their related costs, presently assigned to protection 
duties in two buildings in Chicago, Ill., housing activities of the 
Jureau of the Public Debt. We understand this expense will be 
taken over by the General Services Administration. 

During the fiscal year 1952 this force protected billions of dollars in 
money, securities, and other obligations in Treasury Department 
buildings. 

They protected approximately $250 billion in value during loading, 
unloading, and in transit in the sine of Columbia metropolitan 
area. They detected, reported, or partic ipated in the extinguishing 
of 14 fires in buildings under ante tion. They reported or corrected 
398 hazards, involving fire and evacuation, security, and personal 
injury or property damage. 

These men receive constant training relative to basic and advanced 
guard service, fire fighting, first aid, judo, civil defense, accident 
prevention, and armored truck duties. 
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Our most serious problem with the guard force is the constant 
turnover. ‘This is attributed to the low salaries paid and the fact 
that after the men receive experience and training with us they can 
obtain similar positions elsewhere at higher grades. Regardless of 
the low pay of these men, in my opinion, they are an outstanding force 

Contrary to popular belief, the Secret Service is one of the smallest 
investigative forces in the Federal Government, vet we are faced with 
some of the most important responsibilities, including the protection 
of the President of the United States—a difficult task in these pre 
carious days; keeping our currency free of counterfeits, and protecting 
billions of dollars of securities, all this, with crime in general on the 
increase. With all due modesty, I believe we are doing the job effi- 
ciently and economically 

Mr. Canriretp. That is a very good statement. 

\fr. BauGuMan. Thank you, Mr. Chairman. 

Mir. Canrietp. You are asking for the fiscal year 1954 an appro- 
priation of $3,853,000, which is a decrease of $35,000 under the 1953 
appropriation? 

Mir. BAavuGuMan. That is correct. 

Mr. Canrietp. You are asking for $20,000 for new automobiles. 

Mr. BauGuHMan. New automobiles to replace old ones in our present 
fleet; not extra automobiles. 

Mr. Canrretp. This decrease will fall in what category of your 
work? 

Mr. BaveuMan. In the guard foree. The reduction of $35,000 
will all be in the guard force. 


CAMPAIGN AGAINST CRIMINAL ELEMENT 


Mr. CANFreLp. You tell us that a successful campaign was launched 
against the criminal element, which has resulted in a decrease in 
counterfeiting and a slight decrease in forgery. What do you mean 
by “campaign’’? 

Mr. Baveuman. With the additional agents that vou have given 
us in the last 2 or 3 years we were able to concentrate more on the 
suppression of counterfeiting and check forging. While naturally we 
make as thorough an investigation as possible in the counterfeiting 
cases, it is a fact in times past, due to the heavy forged check load, 
we could not always make as thorough an investigation of a forgery 
as should have been made. Now, with these additional men thor- 
oughly investigating these cases, we are getting more to the source 
each day, to the offender. 

Mr. CANFIELD. Seemingly, you are able to apprehend these counter- 
feiting gangs before they really get their illegal money into circulation? 

Mr. Bavcuman. Yes. As I mentioned, in the last 6 months we got 
10 counterfeit plants before they were able to put out any new bills, 

Mr. CanFrecp. Is not counterfeit money considered to be a modern 
weapon of warfare? 

Mr. BaveuMan. It could be used as an economic weapon of war- 
fare. In fact, it has been so used in the past. 


COUNTERFEITING OF OUR CURRENCY BY FOREIGN NATIONS 


Mr. Canrisip. Do you have any evidence of any foreign govern- 
ment projecting counterfeit money into the United States? 
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Mr. Bavcuman. Not at this time; no. We have counterfeiting 
abroad, and as far as we can determine from agents abroad, counter- 
feiting there is the work of criminals the same as in this country. There 
is nothing to indicate that a foreign nation itself has counterfeited any 
of our currency. 

Mr. CANFIELD. In what countries abroad have you had most of 
this difficulty? 

Mr. BaucuMaN. A couple of years ago the British authorities, with 
the help of some United States agents, were responsible in arresting 
five Chinese. In that case they seized over $600,000 in excellent 
counterfeit $50 and $100 bills. That wasin Hong Kong. As a matter 
of fact, those bills were the best imitations we had seen of the small- 
size currency. Fortunately, the offenders and the plates and the rest 
of the peraphe rnalia used in counterfeiting were captured. 

Mr. CaANFIeLp. So far as you know, has any counterfeit money 
sotten into Korea? 

Mr. BaucuMan. There is some, but the amount is negligible, so far 
as we know. 

NEED FOR ADEQUATE SENTENCES 


Mr. CANFIELD. You tell us that counterfeiters apprehended by the 
Secret Service convicted in our courts received an average of 314 years 

n jail, check forgers 1% years, and bond forgers 5 years. 

How do you feel about those sentences? 

Mr. BaucuMan. I might explain with regard to counterfeiters that 
30 percent received probation. For check forgers the average is about 
15 percent, and for bond forgers the average is about 30 percent. Far 
be it from me to tell any judge or anyone else who has that responsi- 
bility, what type of sentences they should give, but I know in one 
Midwest town a judge gave out some pretty heavy sentences for check 
forging, 9 or 10 years, and the crime has greatly decreased. I know 
in any type of crime there can be extenuating circumstances, but when 
15 percent of the check forgers are placed on probation, that is not 
going to help the enforcement problem because in any enforcement 
work you need not only honest enforcement by the investigating 
agent, but also vigorous prosecution by the attorney and an adequate 
sentence by the court. 

We had a case sometime ago of a man who was 50 years of age. 
We arrested him for possession of three Government checks which he 
had stolen from a mailbox. He was subsequently identified as passing 
checks in two other cities. This man had served 26 of his 50 years in 
jail, He was brought into court and pleaded guilty and the judge 
said, ‘‘Well, you have been in jail so much it is not worthwhile for me 
to give you any additional jail sentence; therefore, I am going to place 
vou in jail for 1 day.’’ That was the sentence for that man. 

Now, that occurred 9 or 10 months ago and as yet this fellow has 
not repeated so far as we know. He has not committed any further 
crimes in which we are interested. 


FORGERY OF GOVERNMENT CHECKS 


Mr. Canrietp. You tell us that the forgeries and fraudulent 
negotiation of Government checks continued to be a $2 million racket 
in 1952. Do you mean by that that there is a combine of any kind; 
a group that is actively promoting the theft of these checks? 
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Mr. BavuGuMan. There are groups, or what we call multiple check 
thieves and forgers, but I would not say it is a nation-wide affair 
In other words, in large metropolitan cities there may be 10 or 12 
persons working together. Some will steal and pass the checks on to 
others to forge and cash. Down south recently we arrested a man and 
his wife. They were responsible for over 200 checks which they had 
stolen in various parts of the country. In other words, they would 
travel from one spot of another. 

Mr. Canrretp. Are most of the thefts from mail boxes? 

Mr. BavGuMan. Fifty-eight percent of our forged check cases are 
the result of thefts from mail boxes. 

Mr. Canrreip. I suppose they make a practice of following th: 
carriers around in their distribution of checks at a certain time of the 
month. I wonder if vou work rather closely with the post-office 
inspectors and the local authorities in that respect? 

Mr. Baucuman. We do, Mr. Chairman. We are working every 
day with the post-office inspectors and the local police, and at times 
the post-office inspectors and the agents will group together and go 
out and cover some of these spots. 

Mr. Canrre.tp. Possibly to develop new techniques to correct the 
problem? 

Mr. BavGuMan. To catch the thief in the act, so to speak. 

Mr. Canrretp. Chief Baughman, do you think that you are making 
some headway? 

Mr. Bavguman. We have made several good cases by that method. 
We have done that for vears. 


COOPERATION WITH THE BUREAU OF NARCOTICS 


Mr. Canrie.p. Here is a rather challenging statement in your 
justifications. You say: 


The activities of narcotic addicts who steal and forge Government checks to 


obtain money for illicit drugs has increased 

Then you tell us: 

Working in cooperation with the Bureau of Narcotics agents and other law- 
enforcement agencies, a number of important cases of this type were solved during 
the past yeal 

As you know, we have the Bureau of Narcotics under our juris- 
diction, and we are extremely interested in this subject. 

Will you address yourself to this phase of vour work? 

Mr. Baucauman. We still continue to arrest check forgers, who 
admit that they have stolen and forged checks mainly to secure nar- 
coties. Some of them say that they are addicted to the extent that 
they have to spend $20 to $90 a day for drugs. In some cases there 
have been groups of 4 or 5 addicts involved, 

We had a case—working with the Post Office inspectors and the 
narcotic agents, to show you cooperation—of a girl who, in 1947, was 
a contestant in the beauty contest for Miss America in Atlantic City. 
Later she got into the show business and acquired the drug habit. 
I do not recall the amount that she used, but there was a group of men 
who would steal checks and use her to cash them, then supply her with 
narcotics. She subsequently married a man who was also an addict. 
I understand that they are both taking the cure, and apparently 
they have broken the habit. This is a type that is not criminal at 
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heart, but for the need of the drug it shows to what extent they will 
vo and what they will do. 

Mr. CanrFtevp. Is this particular type of thief who is addicted to 
narcotics the younger person? 

Mr. BaucuMan. I would say they would range from 22 and 23 
up into their 40’s. 

Mr. CANFieLp. Are any of them former GI’s, so far as you know’ 

Mr. BaucHMAN. I cannot say offhand, Mr. Chairman. 


, 


COUNTERFEITING EQUIPMENT 


Mr. CanrFieup. Chief Baughman, you tell us 

In carrying out preventive law enforcement, the agents of this service canvass 
supply houses which may be sources for counterfeiting equipment 

Do you ever pick up equipment that is obviously for counterfeiting 
purposes? 

Mr. BauGHMAN. Oh, yes. 

Discussion off the record.) 

Mr. Canrie.p. I like the statement in your presentation wherein 
you say that the public has not been hit because this Service has 
stopped the counterfeiters in their tracks. 

Mr. BaucHMAN. Thank you. 


CONFISCATION OF AUTOMOBILES 


Mr. Canrieip. With reference to these automobiles that you 
have in mind purchasing, let me ask if you confiscate any cars in 
your operations? 

Mr. Bavauman. Occasionally, I believe last year we confiscated 
about four cars, which we took to replace some of our older models 
In other words, we have not necessarily increased the number of cars 
in our fleet. The seized cars were better than those we had. 

Mr. Canrie.tp. They were high-speed modern cars? 

Mr. Baucuman. Well, not necessarily the larger type cars. They 
were Chevrolets, Plymouths, and so on. We have not been as fortu- 
nate as some agencies in making our seizures stick. 


ADDITIONAL EXPENSE FOR PRESIDENTIAL PROTECTION 


Mr. Canrrecp. We are mindful of the fact that you had a difficult 
assignment these last several months due to your mandate to protect 
the President of the United States and members of his immediate 
family, the President-elect, and the Vice President, at his request. 

Do you contemplate coming before the Congress with any supple- 
mental request for the current fiscal year because of these activities? 

Mr. BAUGHMAN, Well, that is a difficult question to answer. As I 
understand it, it is too late, as the final supplemental bills have been 
marked up, so it looks like we will have to cut out some traveling for a 
month or two in the field to absorb this extra expense, 

Mr. CANFIELD. Are you going to be able to do it? 

Mr. Bavcuman. | have a letter already prepared to send to the 
field, but I am waiting for Mr. Taylor to get his final figures. I would 
be concerned if it came May and June and we had to do some exten- 
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sive traveling in connection with the President and we did not hav: 
the money 

Mr. Canrre.p. In other words, everything depends upon thi 
demands of the next several months? 

Mr. Baucuman. That is correct; plus the fact if we cut out traveling 
for a month or two in the field we might be able to make that up 
Furthermore, we are down about 10 positions. We do not intend to 
replace those positions, so we will save some money there. 

Mr. Canrretp. When the President-elect went to Korea last fall 
did you go with him? 

Mr. Bavcuman. I did not go personally, but agents did. 

Mr. CANFIELD. The agents of the Secret Service went with him? 

Mr. BauGuMan. That is correct, sir. 

Mr. Canrietp. We know that the President-elect’s trip to Korea 
involved an extensive operation on your part. If you are going to get 
along this vear without asking for additional funds, you are deserving 
of an extra salute from this committee 

Mr. BauGuMman. Thank you again 


WHITE HOUSE POLIC]I 


Mr. Canrre.ip. As to the White House Police, you are asking for the 
same amount of funds that we accorded you last year? 

Mr. BAUGHMAN. Yes. sir 

Mr. Canrre.tp. However, you are reducing your complement to 
the extent of three? 

Mr. Baveuman. Three positions 

Mr. Canrieip. That is because of your absorbing within-grade 
promotions? 

ABSORPTION OF HOLIDAY PAY 


Mr. Taytor. That was for the holiday pay. Public Law 195 of 
the 82d Congress provided additional compensation for working on 
holidays for the White House Police, something that had not been 
done before, and that amount is approximately $9,000 a year, which 
ve are absorbing, and is equivalent to the salarv of approximately 
three White House policemen 


TRANSFER OF GUARD SERVICE TO THE GENERAL SERVICES 
ADMINISTRATION 


Mr. Canrretp. You say: 

The reduction of $35,000 is attributed entirely to the elimination of 10 guards 
and the related costs, presently assigned to protection duties in two buildings in 
Chieago, Ill., housing activities of the Bureau of Public Debt. We understand 
this expense will be taken over by the General Services Administration. 

Mr. BauGHMAN. Yes, sir. 

Mr. Witsox. You mention a reduction in personnel at the same 
time you mention the General Services are taking over responsibility 
in Chicago. Does that partially account for the reduction in per- 
sonnel? 

Mr. Bavuauman. Yes. I do not know definitely that the GSA will 
take over all of these people, but regardless, by June those 10 positions 
will be eliminated as far as the Secret Service is concerned. 

Mr. Witson. Off the record. 

(Discussion off the record.) 
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EFFECT OF BILLETING COUNTERFEITERS TOGETHER IN PE? 


Mr. Witson. Last year during the hearings we brought up 
problem of postgraduate courses in counterfeiting in th penitentiarie 
where counterfeiters were kept billeted together. I believe we wer 
told that some of these people had been arrested and convicted 
many as five times for counterfeiting and their succeeding 

‘mained short. Every time they came out of an institution 
appeared to be better counterfeiters than they were before by virtue 
of the fact that the counterfeiters, being confined together, exchanged 
deas 

Has anything developed out of your suggestion of a year 

Mr. BaucuMman. I might mention that particulas case 
he was arrested five times, and this last time he did receive 
sentence of 15 vears. That was the case out West 

Mr. Witson. We asked at the time, I believe, if it was 
ior us to pass legislation to enable you to se that they ve 


sentences, thus discouraging repetition 
PROPOSED LEGISLATION FOR HEAVIER SENTENCES 


Mr. BAUGHMAN. That ts correct With the help of the General 
Counsel of the Treasury Department, we did prepare a bill which 
would call for a mandatory sentence for a third offender to be a life 
sentence. 

Mr. Witson. That grew out of our hearings last year. Where ts 
the bill at this time? 

Mr. BauGuHMaANn. I have here a Copy of the proposed bill Kor 
your information, it was discussed at higher level and the Under 
Secretary thought that, as long as the suggestion was made by the 
committee that they should recommend or submit the bill, and that 
it should not be submitted by the Treasury. I was guided accord- 
ingly. I have the bill bere, if you are interested 

Mr. Wixtson. I would like to see it 

Now, one other question, and if it is agreeable to the committee, | 
would like to have this off the record. 

(Discussion off the record. 


TRANSFER OF FUNCTIONS 


Mr. Gary. You are requesting in the aggregate $35,000 less than 
you did last year? 

Mr. BAUGHMAN. Yes, sir. 

Mr. Gary. And that $35,000 is accounted for by dispensing with 
the services of certain guards because General Services will take over 
responsibility for the building which they are now guarding; 1s that 
correct? 

Mr. BavueuMan. We understand that these men will be transferred 
to General Services. 

Mr. Taytor. It has not been definitely decided that the Bureau of 
the Public Debt will remain in the Merchandise Mart. But wherever 
they do go the guard protection will be under the General Services 
Administration 
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Mr. Gary. That is the point that I am making; not that you 
necessarily transfer these agents, or a similar number, but you are now 
guarding the Public Debt Building in Chicago? 

Mr. Taytor. That is right. 

Mr. Gary. And next year you will not be guarding that building? 

Mr. Taytor. That is right. 

Mr. Gary. So that it represents a decrease in services or functions 
so far as you are concerne d? 

Mr. BAuGuMAN. Yes, si 


REDUCTION OF PERSONNEL IN 1954 


Mr. Gary. You stated in your opening statement that because of 
the fact that you are absorbing approximately $47,000 in within-grade 
promotions and you are absorbing $9,000 

Mr. Taytor. The abs sorption applies to both the Secret Service and 
the White House police appropriations. 

Mr. Gary. It will be necessary to reduce your personnel for the 
fiscal year 1954. Will your duties not be simplified somewhat next 
year by reason of the fact that the President is now back in the White 
House and you do not have the Blair House to deal with? 

Mr. BauGuMan. Yes, from a security viewpoint, it is much better. 

Mr. Gary. And you do not need as many agents for that reason? 

Mr. Baucuman. We need the same number of agents. We still 
have as many posts, as far as the agents are concerned. We have 
fixed posts for the agents when the President is in his office or when 
he is in the Executive Mansion. 

Mr. Gary. Where will this reduction of personnel be applied? 

Mr. BauGuman. The majority of them in the field, agents who are 
engaged on investigations of counterfeiting, check forgeries, and also 
investigating threatening letters sent to the President. 

Mr. Gary. There will be no reduction in the force actually guarding 
the President and his family? 

Mr. Baucuman. No; I would say no, except I might have to 
reduce one or two here or there; it all depends. But as far as the 
regular shift with the President is concerned I believe that is at the 
minimum now for adequate protection. 


PROPOSED LEGISLATION FOR HEAVIER SENTENCES 


Mr. Gary. I believe you stated that thus far nothing has been 
done with respect to the introduction of a bill to increase the penalties 3 
for counterfeiting in conformity with the discussion we had last year? 

Mr. Bavecuman. No, sir. I am going to give Mr. Wilson a copy 
of the proposed bill. 

Mr. Gary. I should like to have one, too. 


ANALYSIS OF CONVICTIONS DURING 1951 


Mr. BavGcuMman. Very well. I shall be glad to send you gentle- 
men a copy of the bill but, just as a matter of information, I had a 
survey made for the calendar year 1951. There were 2,298 persons 
convicted for offenses under the jurisdiction of the Secret Service, 
such as counterfeiting, forgeries, and so forth. The number of 
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offenders with previous COnVICLLONS amounted to 472 The numb 
of previous Federal convictions amounted to 552. The number ol 
previous State and city convictions—this covered a range of al 
types of crimes, from drunk and disorderly to first-degree murdet 
amounted to 2,545. That refers to convictions, not the number of 
offenders. The number of offenders with three or more previous 
convictions under the jurisdiction of the Secret Service, amounted to 
only 15. Personally I had the idea that that number was much 
higher. 

Mr. Gary. Did you make an analysis of those 15 men? Were t 
top men? 

Mr. BAauGHMAN. The majority were check forgers 

Mr. Gary. | would like to have also any information that you hav 
touching the subject matter of the bill we have referred to and th 
statistics that you have compiled dealing with it 

Mr. BAuGHMAN. That would cover some comments from our agents 
in the field and also from some United States attorneys Is that wha 
you desire? 

PICKETING OF THE WHITE HOUSI! 


Mr. Gary. Yes. I noticed that someone introduced a bill on 
yesterday to prohibit the picketing of the White House. Would y 
like to express an opinion on that bill? 

Mr. BauGuMan. I| am not familiar with it, except 1 may assume it 
would prohibit picketing entirely and, 1th ES Position, untal | have 
studied it more, I think it would be better not to make any definite 
recommendations. Naturally, picketing does increase our work. 

Mr. Gary. That is what 1 wanted to know. To what extent does 
it increase your re sponsibilitic s and your work, to have pickets around 
the White House? 

Mr. BaucumMan. We have to assign additional agents and White 
House police officers because, while these pickets in the past have 
been more or less peaceful, you can never tell what might happen. 
There is no question that maybe some of these radicals might us 
them for some ulterior purpose and we have to be on the alert. If 
they came here to Washington to protest something and if they were 
prohibited from picketing the White House, they would go to other 
places and although we would be interested in any such group, we 
would not then have the actual physical work to do. 


PURCHASE OF COUNTERFEIT MONEY 


Mr. Gary. In your original statement you said that the Chicago 
case, Which was a case of counterfeiting, was climaxed by the purchase 
of $100,000 in counterfeit bills by an undercover agent. How much 
did you have to pay for that $100,000 of counterfeit money? 

Mr. BaucuMan. As I recall it, in this case, it was a very low price, 
$5 per hundred, and we knew that at that price we were close to the 
plant. But we did not lose all that money. We had two separate 
purchases of $50,000 and lost the money involved in the first purchase, 
but on the second buy we recovered the genuine money. 

Mr. Passman. Chief Baughman, you must be proud of your 
organization. 

Mr. BauGHMAN. I am; thank you. 





268 
UNCOMPENSATED OVERTIME AND FORFEITURE OF ANNUAL LEAVE 


Mr. Passman. This is the fifth year I have been on this committee 
and you are to be commended on having such an organization. You 
stated in your opening remarks that your agents worked 85,000 hours 
voluntary, uncompensated overtime last year, thereby saving the 
Government $225,000. Also you forfeited 12,101 hours of annual 
leave, which saved the Government $35,744.95. 

I think that is a commendable record and I am wondering whether 
or not the public should not know something about that. 

Mr. Baucuman. Thank you, Mr. Passman. Those figures are 
absolutely correct, too. 

Mr. Passman. I think the public should have knowledge of the 
great sacrifice that your agents are making. 


PUBLIC TOURS OF THE WHITE HOUSE 


The White House was opened to the public daily except Sundays 
and Mondays beginning April 22, 1952? 

Mir. BauauMaAN. Yes, sir. 

Discussion off the record.) 

Mr. Passman. How much would be the saving if the White House 
were closed to the public? 

Mr. BaucumMan. We use an average of nine White House police 
officers during the 2-hour period, 5 days a week, in passing and con- 
trolling the visitors 

Mr. PassMAN. Have vou ever given any thought to affording the 
President and his family the opportunity for the same kind of home 
life that is enjoved by the rest of us, by prohibiting people from 
visiting the White House? 

Mr. BauGHMAN. Do you mean his personal friends? 

Mr. Passman. No, | am speaking of the public that visit the White 
House. 

Mr. BauGuman. No, I have not. [| think that is beyond our 
jurisdiction. That seems to be something that has been, shall we 
sav, standard or custom, for years. It is something to be expected. 
The American citizen expects to go in and see the White House when 
he comes to Washington 

Mr. Passman. | think if the subject were viewed in the proper 
light that the public would want to afford the President as much 
privacy as is enjoved by the average citizen. When the White 
House is open, as it is, it certainly deprives him of a great deal of 
privacy , does it not? 

Mr. BaueuMan. It deprives him of using the ground floor and the 
first floor, from 10 to 12 

Mr. Gary. Will the gentleman yield? 

Mr. Passman. Yes 

Mr. Gary. What portions of the White House are open to the 
public at the present time? These are conducted tours, are they not? 

Mr. BavGHMAN. Yes; that is, visitors enter on the ground floor and 
then they are escorted upstairs to the first. floor through the East 
Ballroom. through the ballroom to the Green, the Blue and the Red 
Rooms and then through the State dining room and back to the main 
corridor and downstairs again. 

Discussion off the record.) 
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COMMENDATIONS TO THE CHIEF 


Mr. Sieminskt. I would like to supplement the remarks of Mr 
Passman and the feelings of the other members of the committee in 
saving it is a real pleasure to hear you before this committee for the 
department. Working for the Secret Service, | don’t know whether 
he word “secret”? has influenced your disposition, but certainly 
discretion and modesty are twin attributes you possess and wear well 
[ think yours is one department in which the citizens of the United 
states have the fullest confidence 

May l ask how many years you have been in, Chief? 

Mr. Baucuan. A little over 4 years now 

Mr. Sreminskt. Like the FBI, vour department enjoys the healthy 
respect of the American people, and that goes for everyone in my 
district, lam sure. Keep it up. I like your courage. You fight for 
the honor and integrity of your people and vour department. You’re 
a stand up man. Woe to anyone who tries to chop one of your men 
down. That’s guts. Congratulations. 

Mr. Gary. I would just like to say that I want to compliment the 
Chief on his department. I think that he has made an excellent 
record. I agree with my colleagues, in thinking it is one of the most 
efficient departments in the Government. I have always had a very 
high regard for it, and I am pleased that you are continuing to carry 
on the tradition of your department. 

Mr. BauGumMan. Thank you very much, Mr. Gary 

Mr. Canrreip. Just a few questions before we conclude. 


CONFIDENTIAL FUND 


The first one is this: Where are the funds with which you have to 
make your buys in counterfeiting cases? 

Mr. BavucumMan. That $15,000 item is in the confidential fund 

Mr. CanrFietp. $15,000 for the entire year? 

Mr. BaucuMan. The entire year. 


BLAIR CASE 


Mr. CANFIELD. What is the situation of the unfortunate Blair case? 

Mr. Bauauman. As you remember, the White House police officer 
killed by the Puerto Ricans was Leslie Coffelt. As you know, Col- 
lazo’s death sentence was commuted to life imprisonment. We still 
have six defendants in New York whose cases are awaiting trial on 
charges of conspiracy and obstructing justice Mrs. Coffelt, 1 
understand, is employed by the Government. While vou kindly 
submitted a bill I myself do not know what action was taken. | 
know that it was not passed in the last Congress. 

Mr. CanFIE.p. Is she well? 

Mr. Baucuman. Not in the best of health but she is not extremely 
il] or sickly. 

Mr. CanFIELD. She is working under Presidential appointment? 

Mr. BauGuman. Yes. Apparently she is still upset because of 
the incident 


SUFFICIENCY OF FUNDS FOR PRESIDENTIAL PROTECTION 


Mr. CanFintp. I always like to ask this question before we con 
clude our examination: Do you feel, Chief, that you are asking for 
sufficient funds to carry out the mandate to protect the President 
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of the United States and the members of his immediate family, and 
the Vice President, at his request? , 

Mr. Baveuman. | think we can if we can keep the present force 
As I said before, the number engaged is not the extreme, it is ; 
minimum, but that number will give us the security necessary. 

Mr. Canrigetp. You know how this committee feels toward that 
item 

HMAN. I do, Mr. Chairman 


BOY SCOUT CHAIRMAN 


Mr. CaAnFietp. Lam glad to see you wearing the Boy Scout emblem 
\re vou a Seouter, a troop committeeman, or some other official of 


the Bov Scouts? 


Mr. BauGcuMman. I just got a job from Skipper Wilson, Scout 
uti of the National Capital Area Council Boy Scouts ol 
America, as a District area chairman for Fairfax, Alexandria, and 
Arlington Counties in Virginia, to spearhead a so-called camp campaig 
fund to improve the camps for the Boy Scout That is one phase of 


the Boy Scouts’ activities where the Community Chest does not 


contribute 

Mr. Canrretp. I think the Bov Scouts of America will be thrilled 
to hear that vou, the Chief of the United States Secret Service, is 
interested in Scouting and in serving their cause these days. I am 
sorry that these boys as a whole are unable to know the Chief as we 
members of the committee know him. I, too, want to concur in the 
salutes directed to you and vour staff here this morning, and I compli- 
ment you and wish vou well 

Mr. BavucuMan. Thank you very much. 

Mr. Canrietp. The committee will stand adjourned until 10 
o’clock tomorrow morning. 


Tuurspay, APRIL 23, 1953. 
UNITED STATES SECRET SERVICE 


WITNESSES 
U. E. BAUGHMAN, CHIEF 
GEORGE W. TAYLOR, ADMINISTRATIVE OFFICER 
WILLIAM D. CAWLEY, SPECIAL AGENT IN CHARGE 


SALARIES AND EXpENsEs, UNITED STATES SECRET SERVICE 


Analysis eductions recommended in 1954 budqet estimates 


/ 


1954 revised budget 


Reductions estimates 


Amount average Amount Average 


unt 
positions positions Amoun 


1. Suppressing counter 
investigating check 
forgerie 

General administrative serv 


Executive directior } 47, 900 


$2, 548, 778 
128. 329 


Total 2, 725, 000 225, 000 2, 500, 000 


240, 





Mr. CANFIELD. The committee will come to ordet 

We now reach the appropriation title, “Salaries and expenses 

nited States Secret Service.” It is noted that the so-called Truman 

idget called for $2,725,000 with 429 average positions and the new 
evised budget estimate is for $2,500,000, indicating a cut of $225,000 
and 47 average positions. 

We have as witnesses Mr. U. E. Baughman, Chief; Mr. George W 
lavlor, administrative officer; and Mr. William D. Cawley, special 
agent in charge. 

Chief Baughman, will you be good enough at this time to tell us 
about the revised estimate? 


REDUCTIONS PROPOSED UNDER THE REVISED BUDGET 


Mr. BauGuman. As you mentioned, Mr. Chairman, this means a 
reduction of 47 positions. That will represent 37 agents and | 
clerks. That is the equivalent of $201,000 for personal services and 
the balance of the $225,000 consists of a reduction of $20,000 in travel 
and $4,000 in automobile repairs, storage, gasoline and oil. It means 
that as a result of the reduction in personnel we will be able to dispose 
of some of our old cars. 

Mr. Canrie_p. Do you support the position taken by Secretary 
Humphrey in his letter that these cuts can be made without injuring 
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the necessary functions of the Secret Service 

Mr. BAucuMAN. Well, you can be sure that with this reduction we 
will do the best we can. I think it is difficult to anticipate the future, 
but we will do our utmost, going along with this, in view of the 
economy inmind. Iamsure the entire Service will work toward that 
end. 
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Mr. Canrieip. Of course, these projected cuts were reviewed 
re-reviewed and were discussed at some leneth with vou and 
organization? 

Mr. BAuGHMAN. Yes, sir 

Mr. Passman. Chief Baughman, I think we usually refer ro 
earlier budget as the so-called Truman budget and we refer to t! 
revised estimate as the so-called Eisenhower budget 

This is the revised figure under Director Dodge of the Eisenhow 
administration? 

Mr. BAUGHMAN. Yes, sir 

Mr. Passman. I have noted in the past, and I think the majori 
of the committee concur, that you have always had a rather tig! 
request in your estimates 


PROTECTION OF THE PRESIDENT AND HIS IMMEDIATE FAMILY 


Will this reduction in any way affect the protection that ha 
heretofore been afforded the President and his immediate family ? 

Mr. BauGuMAN. Not necessarily, sir. Here is what I expect to 
do with this reduction of 47 positions: The field will have to bear 
the brunt of it. When I say ‘field’ I mean the agents in our $ 
some-odd offices who investigate counterfeiting and check forgery 
However, if I can, | will reduce 2 positions indirectly tied in wit! 
Presidential protection. One is a special employee at the gara; 
and the other one is a position in the protective research section 
are receiving at this time fewer threatening letters and there 
possibility we can reduce the clerical work there. 

| might say just as a matter of information, as you know, thi 
Secret Service is charged with the protection of the President and th¢ 
White House Police with the protection of the Executive Mansion 
and its grounds. The White House Police do assist in the protection 
of the President while he is in residence 

I feel we have always kept the protection to the minimum. As a 
matter of fact, you hear stories that we have hundreds of agents pro- 
tecting the President. That is not true. We have 8 men on each 
shift, 24 hours around the clock. ‘That is a total of 24 men. How- 
ever, after giving them annual leave and days off, it amounts to an 
average of about 5 men on duty in the vicinity of the President. I do’ 
not intend to reduce this complement of 24 men. In other words, 
the number of men that have been on these shifts will not be reduced 
so far as physical protection is concerned. It will be the same. 


EFFECT OF REDUCTION ON BACKLOG OF PENDING CASES 


Mr. PassmMan. It is incumbent upon your agency to suppress 
counterfeiting and investigate check and bond forgeries. Have you 
been able to keep those phases of your activity up to date? 

Mr. Baucuman. Our backlog on March 31 was 8,280 cases. On 
July 1, 1952, the backlog of pending cases was 9,952, so we have made 
a reduction over the last year. 

Mr. PassMan. Over a normal procedure, how long did it take you 
to dispose of the cases with your present personnel? How far behind 
with your investigations are you running? 

Mr. BauGHMAN. We anticipate the average agent closes about 15 
cases a month, or 180 a year. We have an average backlog of 45 
cases per agent, 





Mr. Passman. How many of your investigators are you cutting 
it under this revised budget? 
Mir. BAUGHMAN. We have now 225 tn the field, and this will mean 
reduction of 37. That will mean about 188 agents who work on 
s¢ CUSCS. 
\Iir. PassMAN. In effect, if your workload continues at the present 
vel. then it means vour backlog under this revised budget will 
rease, is that not so? 
Mr. BAuGguMAN. It would certainly appear that it would increase 
ne thing, fortunately, the receipt of cases has decreased If that 
id continues it will be helpful, but if it does not it just means that 
rye backlog will increase 
Mr. PassMAN. That phase of the work will have to be neglected 
else you will have to come in later for a supplemental ap eer 
\ir. BauGumMan. You can be sure we will do our best in the field to 
ve forth as much effort as possible, although I think we have corked 
rettv hard in the past, considering our overtime, and so on 
\ir. PassMan. | think the record indicates that. Would you mind 
tating for the record the number of hours or days in overtime your 
rency put in in the last year? 
\ir. BauGuMAN. We worked some 85,000 hours overtime last veat 
\s I recall, it represented 45 agents and about $225,000 
Mr. Passman. And without any compensation ct for the 
vertime? 
Mr. BauGHMAN. That is correct, sir. 
Discussion off the record 
\ir. Passman. There have been some reports that the Genera 
\ccounting Office has a backlog of some 12,000 to 15,000 check forge 
ises, and it could be your department would receive 8,000 to 10,000 
those cases for investigation 
Mr. BAUGHMAN. Yes SIT; that is the storv we have heard; that the, 
ave approximately 15,000 complaints of check forgeries, and on that 
basis we would receive approximately two-thirds, or 10,000 forged 
check Cases, 


Mr. PassmMan. If that is the case and if these rumors should prov 


correct, that would place an additional workload upon your agency 
Mir. BAUGHMAN. Yes, su 
Mr. Passman. Which will be in addition to the present 

ou are carrying 
Mr. BaucuMan. That is correct, su 


SUPERVISION OF DESTRUCTION OF UNFIT CURRENCY 


Mr. SreMINSKI. It is planned to decentralize the destruction of our 
paper ed to save transportation costs in getting that wornout 
urrency to Washington. Do you think that will affect your super 
visory ae itions on, one, the efficiency of destruction should you hear 
hat some of this stuff is not being destroyed but filtering back into the 
market again, and, two, whether this decentralization might not 

encourage more counterfeit rings to spring up regionally? 

Mr. BavuGHMAN. As to the counterfeiting, I do not think it will 
have any elfect regard ‘ss of where the currency is dl stroved | feel 
that if there is proper supe rvision in the destruction of this currency 
that as far as the security and prevention of its getting out to the 





public is concerned, it should be just as secure by doing it in the vario 
localities as here in Washington That is just my own perso} 
opinion 

PROTECTION OF THE PRESIDENT 


Mr. Canrietp. Chief, as chairman of this subcommittee current 
and in vestervea | have alwavs stressed the committee’s conc: 
regarding your tuaction to protect the President of the United Stat 

Mr. Gary, who was unfortunately detained for a few moments t] 
morning, when | presided over the activities of this committ 
always took that position. 

We have told vou and vour predecessors down throuch the 


that if at anv time you fel needed more aid and funds for th 


purpose wt wanted you to ru » this committee room and presi 
the facts to us because we are not going to pinch pennies in ay 
economy effort at the expense of that protection 

Now, once again, | believe in vour testimony this morning that 4 
not doing that in thes« projected cuts; is that not true? 

Mr. BauGuMan. No, sir; I do not intend to reduce the protection 0 
the President because of the cuts 


Mr 


\NFIELD. Most certainly vou understand how we feel about 


C 
Mr. Bauauman. I do, sir, and appreciate it 


SALARIES AND Expenses, WuIteE Howse POoLicr 


/ 


budget estimates 


A verage 


Amount 
; positions 


EXPLANATION OF REDUCTION 


18 policemen and related costs resulting from the reductiot! 


ered. 


‘tions recommended in 1954 budget estimates by object classificat 0? 


direct obligations only 


1944 rey 
Reductions budget 
estimate 


Personal services 
Permanent posi $667, 852 — $65, 000 $602, &. 
Payment above basic ra 9, 000 9, OOK 

Total personal services 676, 852 — 65, 000 611, 852 

Transportation of things 10 ( 

Other contractual services 1,418 

Supplies and materials 19, 000 —3, 000 16, 000 

Equipment 720 721 


Total appropriation or estim 698, 000 68, 000 630, 004 


Mr. Canrietp. The next appropriation title is “Salaries and ex- 
. . . Y . ‘ ‘ ‘ bd ’? ry 
penses, White House Police, United States Secret Service. lhe 





called Truman request was for $698.000 with 163 av erage positions. 
(he revised estimate calls for $630,000 with 145 average positions. 
(his indicates a cut of $68,000 and 18 average positions 

Chief, will you tell us about this reduction? 


REDUCTIONS PROPOSED UNDER REVISED BUDGET 


Mr. BauguMan. Mr. Chairman, the 18 positions represent the 
iscontinuance of four posts and represents $65,000 for personal 
ervices. The balance of the reduction, $3,000, consists of uniforms 
nd equipment making a total of $68,000. We are making a careful 

ily as to just what posts to eliminate. Naturally, those posts 

ll be eliminated where we feel they do not offer as great security in 
on to other posts 

Mr. CANFIELD. In emergency situations you are always free to 
il upon the Metropolitan | ‘olice Department for additional help 
n the event you feel it is required 

Mr. Bavcuman. Not for posts at the White House. We did at 
he Blair House because that house is so close to the street. They 

sisted us in certain positions at the Blair House, but now that we 
e back in the White House, we do not get any assistance from them. 
(hey do, however, help admirably whenever the President goes out 
the White House to attend various functions in Washington. 

Mr. Passman. Off the record. 

Discussion off the record.) 

Mr. Sreminski. Does the elimination of these positions center 
ound protection, or protection of property? 

Mr. BauGuMaNn. Property, sir. These have been established posts 
Mr. Stnminski. To protect the President’s life or the property of the 

Government. 

Mr. Baucuman. The White House Police are charged with protec- 
tion of the Executive Mansion and its grounds. That is by law, but 
aturally they are there and will do anything to assist in the pro- 
tection of the President’s life or his immediate family. 

Myr. Sreminskr. An amusing story appeared in the press yesterday 
ibout a town in Indiana that wanted to be exceedingly economical 
n its operations and decided that it would not insure its brand-new, 
xpensive fire engine because if anyone hit the fire engine that person 
vould naturally be responsible for damages. The only other vehicle 
owned by the town, a police car, smashed the fire engine, and now the 
ity is stuck for the damages. I hope we aren’t doing something like 
that here in this appropriation. 


SALARIES AND Exprnses, GUARD Forc1 


Anal ysis of reductions recommended in 1954 b lget estimates 


Safeguarding Government securi- 
ties and protection of Treasury 
Buildings 
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EXPLANATION OF REDUCTION 


4 reduction of 18 guards and 1 clerk with related expenses resulting from 
discontinuance of certain duties of the Armored Truck Unit and eliminatic 


2 post nt ulding-protection service. 


ed wn 1954 b idget estimate 


direct obligations only 


Mr. Canrietp. The next appropriation title is “Salaries ai 
expenses. Guard Force, United States Secret Service.”’ The so-called 
Truman request was for $430,000, with average positions at 119 
The new request is for $375,000, with average positions at 10} 
That means a reduction of $55,000 and 19 average positions. 

Chief, will you tell us about this item? 


REDUCTIONS PROPOSED UNDER REVISED BUDGET 


Mr. BaucumMan. The 19 positions, or 18 guards and 1 cler! 
represent $54,000 for personal services and the other $1,000 represents 
uniforms 

I might say, of the 18 positions, 10 will be absorbed in the Armored 
Truck Unit. We made a survey over the last few months and hav 
made certain reductions which will work out very well. The remain 
ing 8 will be in two posts, one at the Bureau of Engraving an 
Printing Annex and one in the Treasury Building. 

Mr. Passman. The so-called Truman budget is $430,000 and _ thi 
so-called Eisenhower budget is $375,000. or a reduction of $55,000 
To what extent are you going to lower the protection of the Treasurs 
Department and its buildings? 

Mr. BauGuMan. The 8 positions represent 1 post in the Treasury 
Building, and 1 post in the Bureau of Engraving Annex. One clerk 
plus 10 guard positions are in the Armored Truck Unit. May I say 
that we have already made a survey and eliminated certain functions 
That reduction will work out very well. 


PROTECTION OF PLATES USED IN MAKING CURRENCY 


\M(r. Sreminskr. While we strive to keep Communists out of Gov 
ernment we should also be alert to protect some of the things the 
would misuse or destroy. For example, in the occupation of post 





Germany, the Soviets pinched our money plates and printed 
mney to a fare thee well But they didn’t get away with that 
in Vienna, where we had the plates mm a vault guarded by United 
troops 
the brainier Communists are no doubt out to seize and use 
that will enrich them, like the sale of narcotics, as we have 
out from Dr. Anslinger. They sell dope to enhance thei 
rm It is not inconceivable that one of the targets they micht 


\ ould be the plates slated for destruc tion They could uss 
rinted from them abroad; if the plates are not adequately 
even though we think thev are of no use here, they could 
use abroad So that such puferage does not take place do 
feel this reduction will affect your ability to prevent that sort 


, 
GHMAN. This r ‘tion will have no eftect on 
of plates at the Bureau ol Engraving ana Printing 
ruard force which we supervise at the Bureau of 


nother unit of this 
Engraving, whose job is to protect that building and the property 


erein. We operate this force on a reimbursable basis bv the 
En 


‘eau of craving and Printing That force consists of 125 men 


lis not being reduced 
SPOT CHECK OF SBIZED CONTRABAND 

\ir. SremiInski. Good Do you occasionally spot check seized 

n raband lil e 

led upon to do any of that sort of investigation? 


diamonds and so forth as a double check? Are’ you 


i t 
1 


Mr. BavuaGuMaNn. We in the Treasury, as you know, have several 
nvestigative agencies, and just recently in Philadelphia our agents 
ted the narcotic unit in the arrest of offenders there, and vic 


sa, they have helped us out on certain types of cases 
Mr. Steminski. I have in mind particularly 
‘seized thro ah eustoms agents W ho have been alert in the matte: 


the diamonds that we 


those diamonds were thrown on a shelf somewhere and no 
ventory was made of thei We requested that inventories be 
le and kept up to date, and | wonder to what extent you might 


in, or other people in the Treasurv besides Customs 


\ iously 


ve been called 
» occasionally spot check and audit some of these seized assets 
Mr. BAuGHMAN. We have had nothing to do with diamonds, but 
far as any seizures that we make of counterfeit money, and so on 
ve prepare an inventory immediately. We have officials in the Treas 
rv not connected with the Secret Service, who once a year, when we 
lestroy seized contraband, properly witness the destruction, that is 
y disinterested persons. 

Mr. Canrieip. Thank you, Chief 

Mr. Baucuman. Thank you, Mr. Chairman 





WrEDNESDAY, Marcu 18, 1953 


BUREAU OF NARCOTICS 
WITNESSES 


H. J. ANSLINGER, COMMISSIONER OF NARCOTICS 
G. W. CUNNINGHAM, DEPUTY COMMISSIONER OF NARCOTICS 
B. T. MITCHELL, ASSISTANT TO THE COMMISSIONER 


SALARIES AND EXPENSES 


{mounts available for obligation 


O00 


2. 790, 000 
25, 000 


$2, 544, 042 $2, 731, 935 
57, 060 58, O65 


2. 6O1, 102 2. 790, 000 
425 
527 2, 790, 000 
, 


Obligations Payal t of Reimbursements From Othe 


1 Recovered Moneys 


nforcing the Federal narcotic and 


5, 000 


2.815, 000 


Obligations by objects 


1952 actual 1953 estimate | 1954 estimat 


imary oJ Personal Services 


tal number of permanent positions. 421 


A verage number of all employees 367 


A verage Salaries and grade 
General schedule grade 
A verage salary » 42 $4, 881 


Average grade . < GS-7.4 


Personal service obligations 
Pe anent positions.. $1, 806, 799 $1, 969, 400 
Regular pay in excess of 52-week base 7, 447 7, 600 
Payment above basic rates es 3, 137 5, 000 


1, 817, 383 1, 982, 000 
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Obligations by objects Cont nued 


Analysis of expt nditures 


nliquidated obl 


expenditt 


ut of current authorizations 


of prior authorizat 


f prio 


et today to take up the appro- 
Bureau of Narcotics.” 

J. Anslinger, Commissioner 
Deputy Commissioner of 
to the Commissioner. 


Mr. CANFIELD. Gentlemen, we mé 
priation title, “Salaries and expenses, 
We have before us as witnesses Mr. H 
of Narcotics; Mr. G. W. Cunningham, 
Narcotics; and Mr. B. T. Mitchell, Assistant 


JUSTIFICATION OF ESTIMATES 


| be inserted in the record at this point 


as follows:) 


The justifications W il 
(The justifications are 
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hase for fiscal year 195 


al 


appropriation, 1953 


with appropriation estimate for 1954 


oOo 9 7400. 000 


790, OOO 


GENERAL STATEMENT 


The Bureau of Narcotics is charged with the investigation, detection, and pre 


ention of violations of the Federal narcotic and marvihuana laws, and of th 


Opium Poppy Control Acts and related statutes, including the administration of 
the permissive features of the Nareotie Drugs Import and Export Act During 


954 the Bureau requests funds for the maintenance of its present authorized 


in order to continue the drive against the illicit drug traffie and consequent 


EXPLANATION OF ESTIMATES BY ACTIVITY 


g and enforcing the Federal narcotic and Marihuana laws: 


Appropriation base for 1954 
Budget i 1954 
Increase over base. 


The activ ) sureau of Narcotics continue at the same high level duc 


to the illicit traffic in narcotics. The situation demands the continuation of the 
expanded enforcement activities to restrict the source of supply on an international 
national, and local leve 
I] traffie today i ninated by hardened criminals exercising every oppo! 
ity to reap profits from this lucrative traffic. The strengthened enforcement 
these major illicit-drug traffickers 
8$2d 


c 
¢ 
i 


by inereasing the apprehension of some o ! 

th the sentences imposed under the Boggs bill (Publie Law 255, 

providing mandatory sentences for second and third offenders in narcotic 

cases, is forcing some of the big racketeers to seek other fields of operation 

However, thi iminate the need for constant surveillance by narcotic 
field officers ir ‘der eliminate major sources of supply 

Investigations, surveillance, and negotiations must be continued in foreigi 

countries in order to restrict the supply on an international level prior to its 

ntrance into this country. In recent years the Bureau has been able to achieve 

success in partially restricting the supply on an international level, through 

ooperation of the Turkish, Italian, and Peruvian countries. The Bureau 

continuing its efforts to further restrict the supply on an international level by 

creased surveillance and investigating activities in foreign countries. In addi- 





he Bureau must continue to guard against the large supplies of op 
available in Communist China. 
On a national level our specialized agents must continue the methods of under 
er operation, making repeated purchases of evidence until the main sources of 
pply are successfully apprehended and withdrawn from the traffic Phe 


id of 


the Bureau continues to be heavy Each of the numerous leads or co 
iints received for investigaion must be fully evaluated because ai 


may furnish the lead to develop a major case 


Cooperation with State and local organizations*is being given in every instance 
he limit of the available personnel. Constant efforts have been made by the 


au to have State and local organizations handle within their own localities the 


estigations having no obvious interstate source of supply angle. In a few 


inces the Bureau has succeeded in persuading them to set up their own local 


otic squad to handle local matters 

he national defense efforts have also resulted in increased workload for the 
eau of Narcotics The mobilization of large numbers of troops continues the 
nber of special requests from the military for assistance in coping with the 

ircotic traffic in and near our camps, for problems incidental to the drafting of 
licts; and in situations where addiction is falsely advanced as a reason to escape 
draft The National Resources Board has given the Bureau of Narcotics 
plete control of national supplies of narcotic drugs for civil defense and will 
on the Bureau’s judgment as to adequate amounts, safe storage, and avail 
ty for immediate distribution to disaster points 
he statistics on the following pages reflect the workload imposed and that 
mplished during the fiscal year 1952: 


Comparative statement of caseload 


pending for investigation at beginnir 
RO5 
laints received for investigation AO. 195 


otal known caseload 62. 000 


s completed for prose¢ 5, 000 


itions completed 
et 


1 


rotal dispositions 50. 000 
Cases pending for investigation at close of fiscal 


vear 12, 000 12. 5 


DISTRIBUTION OF PENDING INVESTIGATIONS 


Boston, Mass 

New York, N. Y 
Philadelphia, Pa 
Baltimore, Md 
Atlanta, Ga 
Louisville, Ky 
Detroit, Mich 
Chicago, Il 
Houston, Tex 
Kansas City, Mo 
Minneapolis, Minn 
Denver, Colo 

San Francisco, Calif 
Seattle, Was! 
Honolulu, Hawaii 
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- 


Detail of caseload for 1942 


ss pending for investigation at beginning of fiscal year 
9) 


nplaints received for investigation during fiscal year 1952_ 


Total known caseload 


ipleted for prosecutio! 
s closed by letter reports 
l showing no violations 
showing only minor violations and closed 


fts from legitimate stocks 


tance was rendered to local authorities, ete 
estigations 1n\ ving military pe rsonnel 


vestigations i ving draftees 


disposed of during 1952 


July , 1952 


ses completed for prosecution 


Marihuana; Narcot ina 


year 1952, by States 
Narcotics 


Nebraska 
Nevada 
New Hampshire 
New Jersey 
New Mexico 
New York 
North Carolina 
North Dakota 
Ohio 
Oklahoma 
Oregon 
Pennsylvania 
land 
irolina 
South Dakota 
lennessee 
Texas 
Utah 
Vermont 
Virginia 
Washington 
West Virginia 
Wisconsin 
W yoming 
ISSISSIPP1 
Missouri 
Mont 


Total 
Grand total 





1 2 
portation of things , O30 
munication service 4. 500 

ind utility service 720 


nd 6. 500 


d reproduction 1 


ting a 
er contractual services 87, 770 
plies and material 66, 960 
vidence 240, 000 

100 


nds, awards, and indemnities 28, OOO 


\ppropriation base for 1954 
Budget estimate for 1954 


i COO TNE ee ubidewaaue was 


This activity covers the salaries and expenses of the Offices of the Commissioner 
Deputy Commissioner, and Assistant to the Commissioner in the management 
ind direction of the Bureau. 
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ty LAgs 


Summary by objec 


A ppropria- 
tion b St 
1954 


The appropriation requested includes no additional amount for automat 
periodic increases authorized by law which the Bureau is absorbing in 1954 ie 
will mean a loss of approximately 10 average positions 

PI I 


GENERAL STATEMEN1 


Mr. Canrire_p. Dr. Anslinger, do vou have a general statement to 
make to this committee at this time? 

Mr. Anstincer. Mr. Chairman and gentlemen of the committe: 
the Bureau of Narcotics is responsible for the investigation, detection 
and prevention of violations of the Federal narcotic and marihuan: 
laws, and of the Opium Poppy Control Act and related statut 
including the administration of the permissive features of the Narcoti 
Drugs Import and Export Act. 

The estimated appropriation to carry out these functions during thi 
fiscal year 1954 is $2,790,000, the same as the amount appropriated 
for the current year 

During the current year we have directed our attention primarily 
at eliminating sources of supply and to the apprehension of interstat: 
and international wholesale traffickers. The Bureau has met wit! 
considerable success in this effort. We continue to receive splendid 
cooperation from State and local narcotic-enforcement squads, wher 
they exist, and we are continuing our efforts to encourage the estab 
lishment of such enforcement groups to handle, within their own 
localities, all investigations where there is no obvious interstate sourc: 
of supply indicated. 

In order to continue the progress made in the apprehension of 
international and interstate traffickers it is necessary that we maintai! 
our investigations, surveillance, and negotiation in foreign countries 
Heroin, the favored drug of most addicts, is not aanaiateaina in this 
country and therefore the sources of supply originate from foreign 
countries. 

On the national level we are much encouraged with the results being 
shown from the imposition of the heavier penalties provided by Publi 
Law 255, 82d Congress. A survey of narcotic sentences imposed 
during the frst 6 months following the effective date of Public Law 255 
showed an average sentence of approximately 42 months compared 
with an average narcotic sentence of approximately 26 months during 
the preceding vear. 

Our specially trained agents must continue the methods of under 
cover operations, making repeated direct purchases of evidence until 
the main sources of supply are successfully apprehended and with- 
drawn from the trade. 

The attached list of narcotic traffickers apprehended during th 
current year furnishes a summary of the more important results 
accomplished. 





The amount of $2,790,000 requested for the fiscal year 1954 is the 
inimum amount necessary for the Bureau to continue its enforcement 
rations against the present narcotic problem and to maintain and 


irther the progress attained in reducing the ilheit drug trathe and 
consequent addiction. 


The list referred to above is as follows 


ImporTANT Narcotic Casgs 


EUROPI 


investigations conducted by agents of t} 
ics in Paris were concluded on February 19, 1952, following the pur i 
kilos of heroin and the seizure of 20 pounds of erude opium and $15,000 
rfeit American bills. Ten persons were arrested. These investigati 
made in cooperation with the Pari 
June 1952, after completion of wm ( investigation 
narcotic agents and Paris police arresté Marius Asn 
everal other persons, including Antoine Bergeret 
and a complete chemical laboratory were seized 


France 
ted States narcotic rence} ice ar 
eijlles in June 1952 and se 5 ul . ‘rude opiur 
id 2 kilos of heroin roduct of a French clandes 
investigatior arseilles police raided an 


kilogran of mo 


f the 


nto heroir 


Italy 
June 1, 1952, United States narcotic agents ar i 
rams of Turkish heroin and arrested two Turkish nationals, Albert 
Samuel Vegsman 
On Julv 31, 1952, Santi Caleca and Fernando Barbato were arr 
nn delivery of 1 kilogram of heroin Italian police ac 
narcotic agents seized an additional 4 kilograms of 
one Milani. This heroin was part of 100 kilograms whicl 
\lbert Yahni into Italy from Turkey 


oa, Italy 
On June 28, 1952, Natale Rivola and Giorgio Gatti were arr 
ilian police after the delivery to United States narcotic agents 
eroin, 
several months prior to August 1952 Eugene Giannini, a major narcotic 
ator in New York City, approached a special employee of the Bureau of 
arcoties and asked him to go to Italy and bring back 4 kilograms of heroin 
special employee immediate ly report d tothe New York office of the Bureau 
f Nareoties, and arrangements were made for a narcotic agent to make the trip 
Italy \s aresult of this trip Joseph Pellegrino and Gennaro Rizzo were arrested 
Salerno on August 25, 1952, as they were in the act of delivering 4 kilograms of 
in to the narcotic agent. Giannini made a complete confessiot 


} 
lé 


On June 20, 1952, American military authorities in Trieste, in cooperation wit! 
agent of the United States Bureau of Narcotics, seized 10 kilograms of morphine 
nd 2 kilograms of alleged heroin, at which time they arrested Jarlo Dobriezic, a 
ugoslav national, and Alfredo Boscolo, an Italian national. Dobriezic had come 
rrieste from Yugoslavia to negotiate with Boscolo who had transported the 
ircotics to Trieste from Yugoslavia 
On October 25, 1952, Dino Brusaporci, captain of the steamship Jsa Digo 
Italian registry, was arrested at Trieste by local police and a United States narcotic 
gent for possession of 2 kilograms of Iranian ‘‘chopstick’’ opium, found in the 
id of the ship. He had received the contraband in [ran for ultimate delivery at 
Port Sudan, Egypt 


1icamo, Sicily 


On March 19, 1952, United States narcotic agents and Italian police seized 
kilograms of heroin which had been concealed in a specially built j 
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for shipment to the United States. The more important defendants in Italy 

Francisco Coppola and Serafino Mancuso, prominent in Mafia circles. Bot 

Coppola and Mancuso were deported from the United States several years ago 
Subsequent investigation involved Sylvestro Carrolla, formerly of New Orleans 

La. Carrolla was prominent in the underworld in the U nited States and had ser 

prison terms for violations of the narcotic and other laws. He was deported 

t n 1946 


Hague, Netherlands 


\ narcotic agent working undercover arrested 3 Chinese in January 1952 
they were delivering to him 10 pounds of opium. One of the Chinese, Chong | 
you, was considered by Netherlands police as the most important narcotic violat 


the country 


UNITED STATES 
New York, N. ) 

January 1952: On January 25 Rosario Frank Tornello, who had been a fugiti 

nee April 1951, was apprehended by narcotic agents and local police in a taver1 

Westchester County, N. Y. He had been traveling about the country wit! 
a seemingly unlimited supply of funds. 

February 1952: On February 14 narcotic agents arrested Samuel Paul Cator 
and Samuel Montemurro and seized 93 ounces of heroin and 2 ounces of cocains 
Neither of these defendants had a prior record for narcotic violations; apparent] 
they were newcomers in the traffic 

On February 15, after 2 purchases of narcotic drugs and a great deal of sur- 
veillance, Dominick Cirillo was arrested in possession of 60 ounces of heroi 
\lso involved in the case was Vincent Calosso who had been arrested by the 
military authorities for desertion. 

April 1952: On April 4 narcotic agents seized 14 ounces of heroin and arrested 
Irma Matos Another defendant in this case, Joseph Sierra, was arrested o 
April 5. 

On April 4 agents arrested Lawrence Dentico, nephew of the notorious Josep} 
Dentico, and seized 5 ounces of heroin, 9 ounces of cocaine, and 168 ounces 
quinine which was to be used to adulterate heroin, as well as a quantity 
paraphernalia used to package heroin. 

On April 9 narcotic agents seized 23% ounces of heroin together with packaging 
paraphernalia and arrested Sal Esposito who had been arrested about a month 
previously by New York police officers in possession of 10 ounces of heroin. 

On the night of April 9, in the course of investigating a major conspiracy 
case, narcotic agents arrested Tony Johnson in possession of 8 ounces of heroin 
Johnson is an important source of supply of narcotic drugs for Detroit and Chicago 

May 1952: On May 7 narcotic agents arrested Anthony Pierro and Joseph 
Rutigliano and seized 29 ounces of heroin. 

June 1952: On June 2 narcotic agents arrested Kathrvn Cohen and Beatrice 
Grunig and seized approximately 148 ounces of heroin and 6 ounces of cocaine 
in Mrs. Grunig’s apartment. The defendants in this case stated that the nar- 
coties had been left in the house by a friend, Anthony James Vellucci. 

July 1952: On July 14 a narcotic agent working under cover made a purchase 
of one-half ounee of heroin from Eugene Hodge, also known as Gene Burton, a 
prominent New York welterweight fighter. On July 17 the agent made arrange- 
ments for another purchase of narcotic drugs from Hodge, and while awaiting 
delivery in a park the agent was attacked by three hoodlums, one holding 4 
knife to the agent’s throat and another taking his gun. Because of the coolness 
of the undercover agent and the alertness of 4 other agents who were nearby, 
the 3 hoodlums were arrested and no one was injured. The three attackers wer 
held under bond for prosecution. Hodge was held under $25,000 bond on the 
narcotic charge 

August 1952: On August 25 narcotic agents observed &@ man in a taxicab act- 
ing suspiciously. They followed the taxicab to 108th Street and 3d Avenue, 
where it stopped. The passenger alighted. He was met by another person 
who handed him a blue canvas bag. The agents arrested the man who received 
the bag and found it to contain 100 ounces of heroin. He was identified as 
Arthur Weiss of Cleveland, Ohio, who has a long cfiminal record. 

November 1952: On November 17 narcotic agents and New York City police 
seized approximately 117 ounces of heroin and arrested 6 persons, among whom 
were Tony Donato, alias Tony Iodine, and his sister’s husband. Previously 
arrested on October 9, 1952, were Tony Donato’s brother Frank Donato and his 
wife Marie, after two 2-ounce purchases of heroin had been made from them 
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While Marie Donato was out on bail of $10,000 she was arrested on November 
0, 1952, in possession of 1 kilo of heroin. Marie Donato’s brother, Thomas 
Vittorino, had been arrested in May 1952 for the sale of heroin and on November 
10, 1952, had been sentenced in New York State court to 4% to 8 years imprison- 

ent. This family group, involving Tony and Frank Donato, the latter’s wife, 
\larie, and two brothers-in-law of the Donato brothers, had been selling a very 
high grade of heroin. 

On November 1 Sebastiano Nani, international list No. 241, was arrested in 
Brooklyn, N. Y., after attempting to bribe a narcotic agent to ‘‘fix’’ a narcotic 
ase pending against Nani in California. Arrested at the same time was Frank 
Piacenti, Brooklyn longshoreman, for conspiring to bribe the same agent. 
Piacenti had made the original overtures to bribe the narcotic agent and had 
iter introduced Nani to the agent as the mastermind behind the deal. Frank 
Piacenti’s brother, Peter is a defendant in a narcotice case in California. 

December 1952: On December 8, 1952, Federal narcotic agents arrested 
Vincenzo James Panebianco, alias Jimmy Feets, for conspiracy to violate the 
Federal narcotic statutes. This arrest was the culmination of an investigation 
vhich began in July 1951 and which involves six other defendants: Dominick 
Cirillo, Vincent Calosso, Anthony Desendis, Frank Camodeo, Angelo Catalano 

d Anthony DeSimone. The principal defendant, Panebianco, is considered 

be one of the more important traffickers in the East Harlem area of New York 

ty. Investigation indicated that his organization sold at least a kilo of heroin 
ach week, and it is believed that they actually handled several times that amount. 


Pittsburgh, Pa. 

On May 5 narcotie agents arrested Joseph Torquato and his wife, Mary, at 

tsburgh. Torquato had in his possession 240 pounds of marihuana which 
ad been prepared for smoking The marihuana had been smuggled from 
\lexico, prepared for smoking in Los Angeles, and shipped in a trunk to Pitts- 
irgh. ‘This is one of the largest seizures of marihuana ever made. 

eveland, Ohio 

January 1952: On January 21 George B. Walker, notorious narcotic peddler, 
ind his source of supply, Angelo A. Amato, were arrested in Cleveland. Amato 
vas in possession of 3 ounces of heroin which he was about to deliver to Walker. 

September 1952: As the result of a 6-months undercover investigation by 
narcotic agents, on September 23, 1952, narcotic agents and Cleveland police 
arrested 20 defendants. Among the defendants were: Joseph J. Fredericks, 
\lex Clarco, James Zimmerman, Frank Liosi, John F. Allen, and Frank Surace. 


These men were the principals in the investigation, and their source of supply 


was New York City. Clarco subsequently received a sentence of 11 years and 
$200 fine from Federal District Judge Charles J. McNamee; this was one of the 
heaviest narcotic sentences in Cleveland in recent times. 

Detroit, Mich.: 

February 1952: On February 2, after the purchase of 1 ounce of heroin by a nar- 
cotic agent, James Anderson and Richard Furness were arrested in possession of 
11 ounces of heroin. The source of this heroin was New York City. 

On February 21 and 22, narcotic agents purchased 7 ounces of heroin and 
arrested Joseph Catalanotte, Sam Caruso, Robert Tassiano, John Tassiano, Jim 
Paing, Jay Lum, and Louie Oddo. At the time of the arrests 8 ounces of heroin 


and & automobiles were seized. The source of this heroin was Italy. 


August 1952: On August 8, narcotic agents assisted by Detroit police arrested 
Rogelio Baldazo and seized 25 pounds of marihuana. Baldazo was armed with a 
38 caliber pistol. Also arrested was Genaro Saldana, from whom an additional 
S$ pounds of marihuana were seized. These arrests followed two purchases of 
marihuana by an agent working under cover. The marihuana was smuggled from 
Me xico. 

October 1952: On October 30, 1952, Joseph Catalanotte was sentenced in 
United States District Court at Detroit, Mich., to a term of 5 years on one count 
ind a term of 9 years, 8 months on a second count of an indictment charging 
iolation of the Federal narcotic laws. The sentences are to run concurrently 
Catalanotte disputed his identity as a previously convicted violator, and it was 
ecessary to prove his identity in a separate proceedings to invoke the provisions 


f the Boggs Act. 
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Western Michigan 

Following an intensive 5-week investigation, narcotic agents, with State ar 
local police cooperating, arrested, on December 20, 1952, Leo Ciaravino and 
Thomas Jenkins at Benton Harbor, Mich., and Napoleon Trotter at Kalamazoo 
Mict Ciaravino had come to Jenkins’ home in Benton Harbor from Chicago to 
participate in the sale of 14 ounces of high-grade heroin to an undercover agent 
who was posing as a bona fide dealer. The 14 ounces of heroin were seized together 
with the purchase money, $1,000, which had been marked for identification. The 
persons arrested constituted the most important group of narcotic dealers oper- 
ating in western Michigan, a distribution point for narcotics coming from Chicago 
and intended for the Detroit, Mich., and Cleveland, Ohio, markets, 

Chicago, Ill. 

February 1952: On February 29 Harry Schennault was sentenced to 12 years 
imprisonment. Schennault was one of the largest traffickers in Chicago and was 
the source of supply for 90 percent of the drug addicts in Chicago’s South Side. 

Mareh 1952: On March 18 Moses Hightower was sentenced to serve from 25 
to 50 years for narcotic violations in State court in Chicago. Hightower has 
been one of the leading narcotic traffickers in Chicago 

May 1952: On May 20, after 3 purchases of heroin by an agent working under 
cover, narcotic agents arrested Georgia Scott and Roscoe Capleton and seized 
heroin together with packaging paraphernalia. 

June 1952: On June 9, following 2 purchases of heroin totaling 4 ounces, 
narcotie agents arrested Robert Burage and Arthur Eleopoulos. A search of the 

f Eleopoulos produced an additional 2 ounces of heroin. At. thi 
ent one-half ounce and 20 capsules of heroin were seized. 

r 1952: During the early part of December narcotic agents arrested 

natera, Joseph Di Caro, Barlow Alleruzzo, James Cordovano, Peter 

Rizzo, Lewis Anzelmo, Robert Lee Payne and Anthony Annerino 

ic dealers in Chicago, who have been handling large amount 

( Frank Pasqua, alias Frank Page, alias Frank Hunt, of 

, who supplied the narcotic drugs that these persons were selling, 

New York for prosecution in Chicago. Pasqua had been sending 

ago approximately 7 kilos of heroin each week. The district supervisor 


reports that since these arrests were made the price of heroin in Chicago ha 


10 ounces of 


increased as much as $100 an ounce. 


Hlo iston, Tex. 
On March 26 narcotic agents arrested Willie Brooks and Rudy Flores and seized 
85 pounds of The marihuana had been smuggled from Mexico. 


El Paso, 

\ 1 resul f a joint i vestigation by customs and narcotic officers of informa- 
tion concerning the smuggling of opium and its sale at El Paso, narcotic and cus- 
offcers on August 23 arrested Guillermo Lara Miranda as he was attempting 
to deliver 156 ounces of crude opium to an undercover narcotie agent. Also 
involved in the case were Joseph Trevino of Los Angeles, Calif., who will be ar- 
rested at a later date, and Hugo Villagomez of Mexico. 

Dallas, Tex. 

On September 18, 1952, Aubrey Aeby, a fifth offender under the narcotic laws, 
was sentenced to 20 years’ imprisonment, and his wife, Norene Aeby, a fourth 
offender, was sentenced to 10 years. 


Beaumont, Tex. 


Tor 


On October 20. 195 


2, Abraham John Hinton was arrested at Beaumont, Tex., 
after having made a 1-ounce sale of heroin for $700 to an undercover narcotic 
1‘ 


agent on October 1° 152. and the sale of another ounce of heroin for the same 

price on October 20, 1952 Government funds in the amount of $1,340 were 

recovered from Hinton at the time of his arrest. Hinton had two other cases 

pending and had previously been convicted for violations of the Federal narcotic 

laws. 

St. Paul, Minn 

R sf R. Heim, He nnepin County coroner, arrested and indicted in Sep- 

52 for violation of the Federal narcotic laws, was sentenced, on Novem- 

o serve 4 years in a penal institution. This was a general sentence 

ent containing 229 counts, including illegal sale of narcotics and the 





btaining of narcotics through use of false prescriptions Immediately following 
he sentence, the judge canceled the defendant’s bond of $10,000 and reset tlie 
ond at $20,000 pending appeal, notice of which has been filed. 


oolidge, Ariz. 

On June 26, 1952, Edward A. Grimsley and William Tracy Eastman were 
arrested after the delivery of 193% ounces of smoking opium to a narcotic agent 
working under cover. 


Nogales, Ariz. 

On June 28, 1952, a narcotic agent working under cover purchased 10 cans of 
smoking opium for $1,400 and 244 kilograms of crude opium for $900 from Bal- 
lonero Castaneda, of Nogales, Sonora, Mexico. Castaneda was a Mexican immi- 
ration officer. The opium was delivered in Arizona by Porfirio Rubio and Con- 
suelo Valenzuela. On July 26 the agent made arrangements with Castaneda for 
the delivery of 6 kilograms of crude opium. This opium was delivered on July 27 
in Arizona, at a point about 1 mile north of Nogales, by Frederico Urrea, who 
also was a Mexican immigration officer and was in uniform at the time of his 
arrest. 


Phoenix, Ariz. 
On May 3, 1952, narcotic agents arrested 16 traffickers in Phoenix, Ariz 

[These arrests were the result of several months of undercover work by narcotic 

agents 

San I rancisco, Calif. 

On March 3 narcotic agents arrested Tommy Tom and his wife Gee Lun and 
seized 16 5-tael cans of smoking opium. ‘The opium appeared to be of Mexican 
origin. 

On March 17, following a 6-month investigation, a Federal grand jury in San 
Francisco returned a conspiracy indictment against 23 nationally known narcotic 
traffickers. Among the more important defendants were Waxey Gordon (Irving 
Wexler) of New York City, William Levin, former member of the “Black Tony 
Parmagini mob, Frank McKee, former member of the Roger Tuohy mob, Joseph 
Olivero of Kansas City, an old-time Mafia member and dope peddler, Barney 
Gold of Chicago, Mario Balestreri of California, and Sebastiano Nani of Brooklyn, 
N. Y. 

On July 11, 1952, narcotic agents arrested Wong Yoke Ngn, alias Tommy 
Wong, who appears on the Bureau’s national list, and seized 75 ounces of smok- 
ing opium of Mexican origin. Prior to the seizure, 2 purchases of smoking opium 
and 1 purchase of heroin had been made from Wong. He is a third offender and 
upon conviction will be subject to imprisonment for at least 10 years. 


Los Angeles, Calif 

July 1952: On July 5, narcotic agents arrested Alfred King, Herbert Grimes, 
and Claire Hubbard and seized 6 ounces of heroin. King is a major narcotic 
violator with alleged New York connections through whom he obtained his 
heroin in kilogram lots. 

August 1952: On August 13 narcotic agents arrested Manuel Lopez and his 
brother Ildefonso Lopez and seized approximately 90 ounces of smoking opium 
and 5 ounces of heroin. <A purchase of 1 ounce of heroin and 1 can of smoking 
opium had been made prior to the seizure. 


San J ose, Calif. 

On the night of July 15 narcotic agents seized 173 ounces of smoking opium 
and 3 ounces of heroin and arrested Louis Gonzales of Modesto, Calif., Kleodoro 
Robles of San Jose, and Lara Yriba Eladio of Mexicali, Mexico. Eladio had 
smuggled the narcotic drugs across the border to San Jose. 

Salinas, Calif. 

During March 1952 a narcotic agent working under cover made three purchases 
of opium from Bertha Perez, Julio Serda, and Alexandro Perez. The opium was 
n 5-tael tins ar d the purchases consisted of 5 cans on 2 oceasions and 9 cans for 
the third purchase. On April 2 these defendants sold fifty 5-tael cans of smoking 
opium to the narcotic agent at which time they were arrested. The source of this 
opium was Mexico. 
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Fresno, Calif. 

January 1952: On January 25 Jesus Godinez was arrested in Fresno as he wa 
about to sell 25 cans (10 pounds 6 ounces) of smoking opium to an undercov: 
narcotic agent. This opium undoubtedly came from Mexico. 

August 1952: On August 5 narcotic agents arrested Juan Verduzcco, Jose Dias 
Martinez, and Ismael Bueno and seized approximately 85 ounces of smoking 
opium which was of Mexican origin. At the time of his arrest, Verduzeco wa 
carrying a .32 caliber automatic. The other two defendants were carrying knive: 


San Pedro, Calif. 

In 1937 Salvatore Vitale, a native of Italy and a leading figure in the Mafia, wa 
sentenced in Detroit, Mich., to 15 years imprisonment on narcotic and liquor: 
charges. Vitale’s sentence was commuted in 1939 on condition that he return t< 
Italy. Another condition of the commutation was that if Vitale ever returned ti 
the United States, he must serve the remaining 13 vears of his sentence. I: 
December 1951 an agent of the United States Bureau of Narcotics in Rome learned 
that Vitale planned to re-enter the United States illegally through Tijuana, Mexico 
All law-enforcement officers in southern California were alerted, and on February 1, 
1952, Vitale was taken from a plane at San Pedro, Calif. He was immediatel) 
returned to the Leavenworth Penitentiary to serve the remaining 13 years of his 


sentence, 


San Diego, Ca f 

April 1952: On April 15 narcotic agents, customs agents, and San Diego polic: 
seized 64 cans of smoking oplum and arrested Ben Tue Wong, Henry Wing Young 
and George Raphaeli. 

August 1952: On August 17 a narcotic agent working undercover purchased 
33 ounces of smoking opium for the sum of $1,250 from Jose Cazares. On 
August 21 Cazares, Fernandez Morales, Jorge Escobosa Favela, and Ignacio 
Martinez Chavez were arrested as they attempted to deliver 166 ounces of smoking 
opium to the narcotic agent. Customs agents collaborated in the development 
of this case. 


Mendo'a, Ca if 

On October 3, 1952, narcotic agents and deputy sheriffs arrested Manuel Lopez 
Beltran and Rav Martinez, the latter a citizen of Mexico, after they had delivered 
thirty 5-tael cans of smoking opium to an undercover narcotic agent. On Sep 
tember 28, 1952, Beltran had furnished the narcotic agent with 1% grains of 
heroin as asample. The price of the opium was to be $250 a can, but the arrest 
was effected before the payment was required. The opium was of Mexican 
origin. Beltran’s source of supply is believed to have been identified as a Mexican 


citizen. 


Sanger, Calif. 

On November 14, 1952, narcotic agents arrested Octavia Romero Ramirez, a 
smuggler from Fnsenada, Mexico, and seized from him 16 cans of smoking opium 
totaling about 100 ounces. The seizure was effected at Sanger, Calif. Also 
seized was the automobile in which the contraband was being transported. 
Seattle, Wash. 

Lawrence Ek. Rrown was sentenced to 15 years in prison for violation of the 
narcotic laws. Brown was the largest narcotic trafficker in Seattle. 

Honolulu, T. H. 
On August 15 and 16 narcotie agents in cooperation with the Honolulu Police 


Department arrested 18 persons for violation of the narcotic laws and seized 7 
automobiles. These arrests were the result of 3 months undercover work by 


narcotic agents. 
Mr. Ansuincer. I think that you will find on the whole these 


cases represent top cases. 


NARCOTICS SITUATION IN VARIOUS PARTS OF THE COUNTRY 


If you would like, I will tell you just what the situation is as a 
result of this work throughout the country. I will quote authorities 
other than ourselves 





291 


NEW YORK CITY 


In New York, Attorney General Goldstein has reported a very 
creat improvement in the city, a drop of about 18 percent in arrests, 
ind the teenage hospital, which was erected and run jointly by the 
State and city on Brothers Island, has just been around half filled. 
[he hospital was only put in operation lasy July. There have been 
recommendations to abandon the hospital. This has been vigorously 
opposed by Mr. Goldstein and properly so. We would not like to 
see that hospital closed even though it is only half filled. It was 
rather surprising to us it was not filled immediately with teenagers. 

| think this hospital should be continued. 


BALTIMORE 


In Beenore, the State’s attorney, Mr. Sodaro, has reported a 50 
percent drop 1 in cases for 1952 as compared to 1951 because of the 
very severe se ciueads that have been handed down by the courts in 
Baltimore. Unfortunately, that pressure has caused some of the 
traffic to move over here to Washington. 


DETROIT 


In Detroit, the chairman of the mayor’s committee has reported 
that conditions in the city are greatly improved and the brewing 
narcotic epidemic was forestalled by timely action in cooperation 
with the Federal Bureau of Narcotics. We did a lot of work there. 

In Detroit something that has tended to suppress the traffic is the 
fact that the sale to minors brings a 20-year sentence, and those 
sentences have been handed out. That sentence is under a State act. 


ST. LOUIS 


The St. Louis Junior Chamber of Commerce made its own survey 
of the narcotic traffic there, and they said, because of the Boggs Act, 
in conjunction with their justly severe sentences, the ardor of the drug 
sellers has been lessened in St. Louis, and the situation is well in hand. 
However, we do make some cases. We cannot just say it is all gone, 
but the Peder: al judge there, Judge Roy Harper, has handed out 
sentences of 18 years that deter the traffic. He tells these fellows to 
tell other peddlers what to expect. 


CHICAGO 


Here is an interesting thing in Chicago. Everybody has worked 
pretty hard in Chicago on this problem. The local police there 
deserve a lot of credit. In 1952 there were only 27 arrests of juveniles 
in comparison with 124 in 1950, which shows improvement in the 
situation there. Federal Judge LaBuy in Chicago handed out a 
20-year sentence. 

I am giving you the improved spots. Certainly, the inexorable 
pressure of the Boggs Act is slowly suppressing this traffic in many 
areas. 

NEW YORK STATE 


In the State of New York, with the State and Federal pressure, I 
think that we can say that the situation is improving, but hard work 
is yet to be done. 
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PHILADELPHIA 


I will tell you where we are behind. The situation in Philadelphia 
has not improved because of low sentences. The State of Pennsyl- 
vania has not enacted the same type of penalty legislation that they 
have in neighboring States; for instance, West Virginia, Virginia, and 
New Jersey. 

TEXAS 


The situation in Texas has not improved. We could make more 
cases in Texas than in any other State. The border has something 
to do with it. We get no help from the State. We have to almost do 
that whole job ourselves. We do get help from the city police in 
Dallas, San Antonio, and Houston. 


CALIFORNIA 


Going to California, the situation there has not improved. There 
is a lot of hard work to be done. The proximity to the border and 
the fact that there is a lot of far eastern heroin coming into California 
accounts for the fact that we have not made too much progress there. 
However, I might also point out that out of about 1,000 cases made 
by the State and local people last year, only 86 were sent to the 
penitentiary. The others were fined or got low jail sentences. Cali- 
fornia does not have a good penalty act. The cases that we took to 
the Federal court received substantial sentences, but the smaller 
peddler got off rather easily in the way of penalties from State 
courts. 

HAWATI 


We have done a lot of work in Hawaii. In the last 2 years that 
situation has suddenly erupted. We have thrown some men in there 
and have been able to make a lot of cases and get the situation fairly 
well under control. 

DISTRICT OF COLUMBIA 


Here in Washington the situation has not improved very much. 
We have addicts and peddlers from Baltimore coming in here. We 
have had this experience; a few of the peddlers live in Virginia, but 
they do not sell there. They come over here to sell because they 
are afraid of the stiff sentences they would get in Virginia. 


OTHER AREAS 


In New England we have not had much addiction, or throughout 
the Middle West or the Northwest. By the Middle West, Il am 
speaking of the Dakotas, Kansas, Iowa, Minnesota, Wisconsin, and 
then right out to the Northwest. There has been very little activity 
in that section, or throughout the South, except New Orleans and 
Texas. 

In the Rocky Mountain States we do make a lot of marihuana cases. 
There is a rather bad situation in Arizona, but we are right after it. 

So, we have made gains, and in some places we have not done so 
well. 
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BUROPE 


[ must say our European venture has been most successful and has 
brought commendation from the various governments with whom we 
have worked. They have been very happy about it because they 
did not have trained narcotic men. 


REQUEST FOR FISCAL YEAR 1954 


Mr. Canrietp. Dr. Anslinger, you are asking for $2,790,000 for 
the new fiscal year, which is the same amount voted you by the Con- 
cress for the last fiscal year. 

Mr. ANSLINGER. Yes, sir. 

Mr. CanFrigLp. When you projected your request before Congress 
last year it was allowed in full and there were no cuts invoked by 
the legislative body. 

Mr. Ansuincer. That is right. 


POSITIONS IN THE BUREAT 


*, CANFIELD. You have 406 positions in the Bureau? 
*, ANSLINGER. 395 on the rolls now—406 is right. 

*, CANFIELD. The justifications indicate 406. 

* AnsLINGER. That is right. 


BREAKDOWN OF EMPLOYEES 


Mr. CanrieLp. How do you break those positions down as to head- 
quarters and field employees? 

Mr. Ansuincer. There are 60 in the departmental service. [I want 
to point out that about half of those people are used on manufacturers’ 
and wholesalers’ returns. We audit the returns of all manufacturers 
and wholesalers. There are about 2,000 who send in their monthly 
reports to Washington of narcotic transactions. We control the legiti- 
mate traffic: the manufacturer, wholesaler, doctor, druggist. Half of 
these employees are on that work; otherwise, they would have to be 
thrown into the field and audit sections set up in the different field 
offices. However, it is all concentrated here and has worked very 
well. That is the reason for these 60 in relation to the 406. I think 
the administrative part would only amount to about 30 or 35 people 
who run the Bureau. 

NUMBER OF AGENTS 


Mr. CanrieLp. When we speak in terms of narcotic agents, how 
many agents do we have employed now? 

Mr. Ansitincer. Two hundred and sixty. ‘That is just about as 
many as we can carry, although we were allowed 275 by your com 
mittee. But 260 is about all we can carry. 


PROVISIONS OF THE BOGGS ACT 
Mr. CanrFreLp. For the purposes of a clear record, and for the 


benefit of the committee, will you briefly tell us at this point what the 
Boggs Act provides? 
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Mr. Anstincer. The Boggs Act provides a 2-year to 5-vear sentence 
for the first offense. That sentence can be suspended by the judge 
The judge has discretion for the first offense. The second offense 
provides for a minimum sentence of 5 years to a maximum of 10 years 
For the third offense, there is a minimum of 10 vears. 

Some persons in New Orleans wrote to Con gressman Boggs and 
said that most of the cases they had there in the Federal court and 
before the grand jury were narcotic cases, and what was the trouble 
That was the beginning of the Boggs Act. A similar act has been 
passed by 11 States. Virginia has a better act than the Boggs Act. | 
think the State act provide Ss a minimum of 3 years. 

Mr. Gary. Virginia has life imprisonment for a third conviction 
of any felony. 

Mr. AnsuinGeER. I did not realize that. 

Mr. Gary. They have life imprisonment for the third conviction 
for any felony. The Boggs Act has a minimum of 10 years, but does 
it permit life imprisonment for third offenses? 

Mr. AnstinceEr. No, sir; 10 to 20 years for the third offense. That 
is a pretty stiff sentence. 

Mr. Gary. Any person in Virginia convicted of a felony for the 
third time automatically receives a life-imprisonment sentence. 

Mr. CANFIELD. New York State has the so-called Baumes Act for 
fourth offenders. 

Mr. ANSLINGER. We turned the Waxey Gordon case over to the 
State, knowing that on the fourth conviction he would get life. That 
is always helpful if we can get these four-timers in New York. 

Mr. Canrrecp. Does Virginia have life imprisonment for convic- 
tion on the third felony? 

Mr. Gary. Yes. 

Mr. ANsLINGER. Right around here, West Virginia has the same 
act as the Boggs Act, and they have practically no traffic at all. 

There has been some criticism of the fact that the judge does not 
have discretion for second and third offenders. You get 25 years as 
a minimum for armed robbery of the United States mails, and you do 
not see that any more. It is about wiped out. 

Mr. Canrietp. Does the Boggs Act impose mandatory sentences 
for second and third offenses? 

Mr. ANSLINGER. Yes, sir. 

Mr. Canrrevp. In a State which has a so-called Boggs Act itself, 
and that act provides a lesser penalty than the Federal act, is there a 
disposition on the part of law-enforcement authorities to try these 
men under the State law? In other words, is there any conflict 
insofar as State and Federal prosecution is concerned? 

Mr. Anstincer. No, sir. Ordinarily, if the State authorities make 
a case they do not bring it into the Federal court. They take it to 
their own courts. I think that is a rule throughout the country. 
If our men participate in the case and if we think we can get a better 
sentence in a Federal court, we will take him in there. As a general 
rule, the State officer takes him to the State court. 


EXTENT OF THE MAFIA 


Mr. Canrretp. Dr. Anslinger, you say that the illicit traffic today 
is dominated by hardened criminals exercising every opportunity 
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to reap profits from this lucrative traffic, and in your original presenta- 
tion you have referred to some of those criminals 

You have also discussed the Mafia mob. Briefly, tell us what that 
\lafia mob is in the United States of America 

Mr. AnstinGcer. It is a modern version of the Mafia, a rather 
oosely knit association of men throughout the country. For instance, 
the men in New York know all of their associates clear out to Cali- 
nia. The man in Florida knows everybody throughout the country. 
it is not anything that is set up with a central governing body lt 

not an organization that you can put your finger on. The Senate 
Crime Committee was of the opinion there was such an organization 


Several years ago there was such a thing as the Brooklyn Elite 


Club, where many used to hang out. They made that their head- 
quarters, but we got rather close to them and they disbanded. They 
knew that they were under observation, so they gave up the idea of 


associating too closely. 

Their business is generally done by telephone from one part of the 
country to the other. They all have connections in every city. 
The traffic in Washington is supplied by the Mafia from New York. 
In the past year in Washington we have arrested about a half dozen 
Mafiaists from New York and have convicted some. They supply the 
traffic here, 

Wherever you go in the country you find the narcotic trafic is 
controlled by the Mafia. We say that advisedly. Occasionally they 
will allow some outsider like Waxey Gordon to get on the fringe of 
the mob. 

Most of the smuggling is done by the Mafia. The diversion of 
heroin from Italian factories was accomplished by the Mafia, many of 
whom have been convicted by the Italian Government. 

Mr. Canrigetp. The Mafia is international in scope? 

Mr. ANsLinGeR. It is international in scope. I do not think that 
anyone has made a more thorough study of it than we have. We 
have been able to furnish enough information to various authorities 
throughout the country to convince them of the fact this is not just 
something that is imagination. It gives us a lot of trouble, whether 
it is in San Francisco, Los Angeles, New York, New Orleans, Wash- 
ington, or Florida. These men are all associated with one another. 

Mr. Canrievp. Is the mob engaged in other rackets? 

Mr. AnsiinGer. Oh, ves. 

Mr. CanFievp. All types? 

Mr. ANnsLINGER. Yes, sir; counterfeiting, white slavery, gambling, 
and other rackets. 

Mr. CanFIELD. So far as you know, it is a loosely knit organiza- 
tion and has no central headquarters? 

Mr. AnsuinGer. That is right. 


EFFECT OF THE BOGGS ACT 


Mr. Canrretp. You say that the Boggs Act is forcing some big 
narcotic racketeers to seek other fields. Will you elaborate on that 
statement a bit? 

Mr. Ansuincer. We get that from the underworld and from some of 
the old peddlers, who tell us that the Boggs Act is just too severe. 
Sometimes they are men with families and have children in college, 
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and they just feel that they cannot take a 10-year sentence on a third 
offense. One told us that he is going into the midget auto racing 
business, and these are all men who have had two convictions. They 
do not want that third conviction. It has had this effect—we have 
been able to get rather good information from some of those who do 
not want to take that third sentence. They would naturally rather 
turn their connections than take the 10 years, and that is a weapon 
that we have never had before. 


MAJOR SOURCES OF SUPPLY OF NARCOTICS 


Mr. Canrietp. Dr. Anslinger, you are chiefly concerned with the 
major sources of supply and you have touched a bit on that subject. 
but for the purpose of a continuous record for my examination, where 
are the major sources of supply at this time, and where are the leaks 
through which the United States of America gets its supply? 


ITALY 


Mr. AnsLincer. Italy was the major source up until about last 
year. There are two firms. One is the Schaparelli firm. The other 
firm is the Calascibetta. Those two firms diverted almost a ton and a 
half of heroin from their plant. Most of that came to us, and was in 
a large measure responsible for the spread of addiction. 

| will elaborate on the Italian situation. We did get the Italian 
Government to suspend heroin production, but we understand they 
are seriously considering permitting the manufacture again. Since 
they did not control it the first time, we are fearful if they start again 
they will divert that heroin production to the United States. I do 
hope, along with 50 other nations, that they completely prohibit 
heroin manufacture. 

These epee have not been tried in court yet, although they were 
denounced, or indicted 2 yearsago. These ec: ases have been pending for 
2 years. F utes ‘more, the license of the Schaparelli firm is about to 
be renewed. We hope the Italian Government will take the necessary 
steps to permanently prohibit the manufacture of heroin and also will 
proceed with the prosecution of all these cases that are pending in 
Italy. 

| intend to make that also a public record in the United Nations 
next month with relation to Italy. 


TURKEY 


Turkey produces as much opium as any country in the world for 
medicinal purposes, but they do not control production or distribution. 
It is a commodity that is as free as any other commodity, so in Istanbul 
we have found, in cooperation with Turkish police, many clandestine 
heroin factories. The product of those Istanbul factories is being 
flown to Italy, France, and thence to the United States. Some of it 
stops in countries en route. 

I will tell you of a case off the record right now. 

Discussion off the record.) 

Mr. Anstrncer. The Lebanese have been responsible for some of 

the traffic from Italy, Turkey, and France to the United States. 








In 
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FRANCE 









We have uncovered three factories in France with the help of the 
French police. The narcotics originated in Turkey. Up until a year 
igo the French Government did not believe that they had any heroin 
traffic, but now they have put in a narcotics squad and increased their 
urveulance. 









IRAN 






There is some opium diversion in Lran. We did make a seizure in 
Philadelphia of Iranian opium, but Iran is not the large source that it 


ised to be. 








INDIA 






India still sells opium across the counter for eating purposes. We 
have not received much opium from India. We would not call it a 
major source. 







MEXICO 





Mexico has made a determined effort to destroy clandestine opium 
elds in the mountainous regions of three States, and has succeeded 
in destroying three or four thousand acres. They spent a lot of 
money onit. They do not have to doit. It is not a traffic that stays 
in Mexico; it is a traffic that comes this way. We owe the Mexican 
Government a vote of thanks for the way they have done this, because 
they have sent planes out into these regions, and it is not without 
asualties. It is a shooting war that goeson. They send troops back 
there to destroy the fields. We are not getting the opium or the 
heroin from Mexico that we did. We get alot of marihuana. They 
make probably three times as many marihuana cases as we do in 
Mexico. It is a traffic that is very difficult to suppress. We have 
made a lot of seizures, but I do not see any hope of crushing the 
marihuana traffic the way the Mexicans have cut down the opium 
traffic. 


















COMMUNIST 





CHINA 








When you move to the Far East, unquestionably Communist 
China—and I am speaking from documents—is the major source of 
narcoties, of illicit narcotics for the world. Their opium is pouring 
into Burma, Singapore, Indonesia, and Thailand in very large quan- 
tities. Heroin is being smuggled out of China through Hong Kong 
in very large amounts to Japan, South Korea, ¢ ‘anada, Hawaii, and 
the west coast of the United States. 

On the west coast the heroin we get is almost pure as compared to 
that on the east coast, where it is only between 5 and 10 percent pure 
So the west coast is getting quite a lot of Communist heroin. Some 
seizures have been made in Honolulu and San Francisco. 
















JAPAN 






In Japan the heroin traffic went from zero in 1948 to where they are 
making some 2,000 cases, mostly peddling cases, in a year, which shows 
a terrific amount of traffic. <A lot of this traffic is being carried on by 
Japanese Communists who smuggle the stuff in from ‘China through 
Hong Kong, principally, and from North Korea. There is smuggling 
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from North Korea to South Korea and to Japan, and there is some 
that goes out from Dairen and Port Arthur. Those are the two ports 
that the Russians got recently. That has been going on since the war. 
Dairen has always been the big smuggling port of the Far East. 

In Mukden, China, the Japanese erected a tremendous narcotic 
factory; a factory that could supply the whole world many times over. 
The Russians did not dismantle that plant and it is in operation 

We can trace heroin that we have seized in Japan right to a factory 
in Tientsin; the Durowell laboratory. They are even so bold as to 
put their trade-mark on the stuff. That traffic has shown no signs of 
abating. If anything, it is getting worse. They get foreign exchange, 
and in Japan they use the money to finance party activities, and there 
is probably another sinister motive that we have not been able to 
prove. 

DRUG RAIDS IN CALIFORNIA 


Mr. Canrretp. I have in my hand a copy of an article from the 
Evening Star of Washington, D. C., dated January 30, 1953, and 
captioned ‘“Drug Raids Trap 14 in Drive to Check Los Angeles 
Narcotics.” 

The first few paragraphs of the story read as follows: 

The State’s attorney general and other alarmed officials moved swiftly yesterday 
to curb drug traffic on such levels of society as p-ize fighting, teaching, and even 
baby sitting. 

Fourteen persons were arrested in three raids as State, county, and city authori- 
ties combined in an all-out action. 

Edmund G. Brown, the State attorney general, here from Sacramento, said he 
will appeal to United States Attorney General Herbert Brownell for tighter 
restrictions at the Mexican border and for the assistance of Mexican officials. 

‘‘Most heroin used here comes from Mexico, or from Italy by way of the east 
coast,’’ said Mr. Brown. ‘‘The only way to stop it is to stop it at Mexico.”’ 


And then is described those arrested who included baby sitters, 
boxers, and others. 

You touched on the Mexican situation and you say that the Mexican 
authorities are very cooperative. 

Mr. Ansutincer. Yes, sir. Attorney General Brown came _ to 
Washington and went over the whole situation. We both agreed on 
what the sources were and exactly what should be done at the Federal- 
State level. I did point out to the Attorney General what I told you 
before, that with over some 1,000 cases being prosecuted in the State 
courts, and only 86 going to the penitentiary, they could not expect 
much dimunition of the traffic in California. 


ADDICTION OF UNITED STATES SOLDIERS IN KOREA 


Mr. Canrie.tp. Dr. Anslinger, I want now to read an article that 
appeared in the New York Times on January 27 of this year, which is 
very disturbing. The article is captioned, ‘“Many GI’s in Korea 
Found To Be Addicts.” 


I will read briefly therefrom: 


A frightfully high number of American soldiers in Korea are victims of narcotics 
addiction, Cardinal Spellman said last night in his first public appearance since 
visiting the front. 

He said Army physicians had told him of the problem. The Cardinal quoted 
them as saying that ‘‘The toll narcotics are taking on our boys was regarded as 
frightfully high percentagewise.’”’ He indicated that the cases of addiction had 
originated in the United States. 
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‘Those guilty of promoting the use of these habit-forming drugs are terribly 
guilty in the sight of God and country,” he declared 

Questioned later for more details, the Cardinal said, ‘I am sorry but I do not 
have figures to give you on that subject.’’ He said cases of narcotics addiction 
were nonexistent during World War I and that the country must take action to 
reduce the problem before it is too late. 


Then I have other articles here that appeared in the press, one 
about the same time, captioned “Drug Cases Among Gl’s Worry 
Brass.” 

Then there is another one captioned “Army Says Korea Narcotics 
Problem Not Alarming.”’ 

Now, you are the No.1 authority on narcotics addiction, and | 
wish you would en yourself to this very serious problem. 

Mr. ANsurncer. Mr. Chairman, I want to point out, to begin with, 
that in the First World War the rejections for drug addictions wet 

in 1,500. In the Second World War they dropped to 1 in 10,000, 
showing the terrific drop in drug addiction throughout the United 
states. Today rejections are about 1 in 3,000, which 1s indicative of 

increase. So we did have addiction, certainly a very large ad 
diction during the First World War and not so much during the Second 
World War. 

Cardinal Spellman has been misinformed that this addiction begins 
at home. It does not. These men are so thoroughly screened by the 
{rmy physicians that when they go into the Army they are clean. 
There is not any question about it, because we work hand-in-glove 
with the Army on this problem. We investigate the cases of drug 
addiction which they report as having been rejected for the Army 
and I will have to tell you this off the record. 

Discussion off the record. 

Mr. Anstincer. We also sometimes notify the Army of cases of 
drug addiction we know of, men who want to get into the Army and 
who make every effort to try to get through that screening. The 
Surgeon General of the Army is very alert to this problem. They pay 
special attention to it because they do not want drug addicts in the 
Army. They can tell a drug addict, especially a heroin addict. They 
are easily detected by the Army doctors. This addiction in the Far 
East is the result of bad association in Japan and South Korea. It 
takes place back of the line. 

[ will give you the figures that we have and maybe it might not be 
well to put them into the record. I am sure the Army does not want 
them in. Those are far-eastern cases. All of those men have been 
dishonorabley discharged. 

I am trying to get the Army to notify the chiefs of police, where the 
boys return to their home communities, so that they do not become 
sources of infection and start peddling. 

Another thing, I would like to have the Army, before they discharge 
these men, put them in the Lexington Hospital for cure as a condition 
prior to their discharge. They should be put in the Lexington Hos- 
pital and discharged on medical advice. Many, after their incarcera- 
tion by the Army for narcotic offenses, are probably off drugs, but 
there is still some psychiatric work to be done on those boys. They 
should be sent to that hospital. 

Mr. Canrietp. Under date of March 2 of this year, the gentleman 
from California, Mr. Poulson, had inserted into the Congressional 
Record, with some comments on his own part, an article written by 
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Jerry Greene of the Washington Times-Herald, captioned, ‘Bare 
Red Plot To Sneak Drugs Into United States Army.” 
I shall read therefrom: 


Chinese Communists have unleashed a fantastic plot to ruin the United States 
armies in Korea and Japan through the cheap peddling of heroin, it was learned 
yesterday 

The move has been so successful that the matter has reached White House 
levels, where the problem is under study by the President. 

Almost all the drugs reach the troops through British Hong Kong and sales are 
gathering in a goodly supply of dollars—United States, that is—for the Chinese. 

There is no effort now to peddle the drugs to front-line units. The Com- 
munists are working on the rear areas in Korea, and all of Japan. 

Something near 100 United States soldiers were convicted by court-martial in 
1952 in Japan for possession of or peddling drugs, the record shows. 

Top sources in Washington told this reporter that China is today the world’s 
foremost producer of heroin and the Communists are making a hot thing of shoving 
the stuff into enemy countries 

This is a sort of reverse piece of irony. 

An official report of 1942 stated: ‘‘Wherever the Japanese Army goes, the drug 
traffic follows. In every territory conquered by the Japanese, a large part of 
the people become addicted to drugs.”’ 

Now the Chinese Communists are using the same methods to bleed into the 
Japanese and United States troop economy. 

The Army Surgeon General’s office said yesterday, noting a special report, on 
the matter received recently after the Korean survey, that it was fully aware of the 
problem but that it is not out of hand 

The use of drugs by United States troops was described by a spokesman as not 
unusually great. 


Mr. Poulson, in his remarks accompanying that article, pays 
tribute to you and your Bureau. 


DEBATE BEFORE THE UNITED NATIONS 


Mr. ANSLINGER. On May 5, at the United Nations I made charges 
substantially the same as contained in the article there, except I did 
not elaborate on the matter of troops. 

The United States Ambassador to the United Nations sent a sum- 
mary of that debate that I had with the Russian delegate to the 
State Department. I have the summary here, which is a public 
record. If you would like to have it inserted in the record I would 
have no objection. It is actually what was said at the meeting. 

Mr. Canrietp. Where was the meeting? 

Mr. ANSLINGER. At the United Nations. 

Mr. Canrietp. Where was the meeting held? 

Mr. AnsuinGerR. In New York. 

Mr. CanrieL_p. Without objection, it will be inserted in the record 
at this point. 

(The summary referred to is as follows:) 


Extract oF SumMMARY No. 123 Datep May 25, 1952, From THE UNITED STATES 
AMBASSADOR TO THE UNITED NATIONS TO THE SECRETARY OF STATE 


Anslinger, who had reserved his right to make a statement on illicit smuggling 
of heroin from Communist China to Japan, said that this situation had grown 
more serious since he had brought it to the Commission’s attention at the last 
session. Investigations and seizures in Japan during 1951 ‘‘proved conclusively” 
that Communists were smuggling heroin out of China through Hongkong or 
North Korea and using the proceeds of sales to finance ‘‘party activities” and to 
obtain strategic materials. Fifty percent of the total of heroin seized was either 
“definitely labeled with the Chinese address as a source” or marked with well 
known prewar Chinese heroin brand names, he stated. 





301 


Other seizures were traced by statements of arrested Communists or because of 
known close associations between those arrested and Chinese Communist 
smugglers. Both white and light tan, coarse-textured heroin were included in 
the seized narcotics, Anslinger reported. 

Reports from Singapore, Thailand, and Burma showed that wholesale amounts 
of raw opium which had been traced to Communist China were seized in 1951 
Anslinger pointed out After documenting several cases of heroin and opiun 
trafficking, he urged Hongkong authorities “increase their vigilance’’ to prevent 
further smuggling and requested the Japanese Government to “‘intensify’’ its 
‘splendid efforts’ to suppress the traffic. Some of the heroin and opium passing 
through Hongkong and Japan reached United States and other countries, he 
stated. 

R.’S REPLY 


Zakusov (U. 8. 8S. R.) replied the United States representative was guilty of 
“slander.’”’ Zakusov stated that it was known through the American press that 
addiction existed in the United States even among very voung persons 

Zakusov noted the use of gas and of bacteriological warfare by American 
troops. He said that under the barbarous conditions of United States warfare 
including the blockading of Communist China—no smuggling in or out of China 
was possible unless conducted by Americans 


ANSLINGER’S REBUTTAL 


Anslinger said that he would be forced to call for a point of order on future 
political statements. The ‘extraordinary statement”’ of the Soviet representative 
had included attacks on a government for presenting a factual account of the drug 
traffic. The Commission would have preferred to hear statistical documentatior 
from the Soviet spokesman regarding the disposition of 500 tons of opium offered 
for sale in Hongkong, the extent of opium production in North Korea, the extent 
of diversion from legitimate sources in Communist China, 

Zakusov could not hide the fact that 10 countries had reported they had seized 
narcotic drugs originating in Communist China—the greatest source of illicit 
drugs in the world—under his orbit, Anslinger declared. 

Chairman Rabasa (Mexico) said any representative who deviated from 
cussion of narcotic drugs would be immediately called to order. 

Hsia (China) said he had tried to warn the Commission at two previous sessions 
of the growing danger of large-scale growth of opium and the development of 
smuggling of heroin. The expansion of Red opium production had been in direct 
relation to the conquest F Chins , he said, A public security bureau of the ¢ 
munist Government aided the production and circulation of opium in several 
ways. A merchant could become a legal opium carrier only by recommendatio! 
of a party member. Under the Bureau of Special Trade, which handled the 
operation for the Public Security Bureau, he could then engage onlv in the export 
of the drug. The Public Security Bureau assisted operators in formulating smug 
gling plans and gave encouragement and aid to international drug rings by suppl 
ing them with motorized junks, etc. 

The Communists, Hsia charged, had totally reversed the policy of the National- 

st Government with regard to drugs for the purpose of obtaining foreign exchange 
Thev had reopened opium factories and had organized smuggling, making use of 
all existing party machinery. 


PROPOSAL ON PR¢ 


eic ior | OLA , Supporter bv Zakusov,. suggested the representative o 
Melct Poland), supported by Zal ted the representat f tl 
Peoples’ Governm nt of China be invited to attend the rest of the session to give 


) 
Chinese Commu! ist, representation had been referred to the 
could not be reopened. 
During an interchange of comments among Zakusov, Anslinger, and Ma 
(PCOB), Zakusov contended the Soviet Union had submitted information desire 
y 


it opportunity to reply to United States charges Rabasa said 


from 


under conventions. Anslinger said no information had been forthcomir 
the U. S. S. R. since 1938, and May added that no reply had been received to the 
inquirv he had made of Communist China concerning their methods of controlling 
narcoties traffic. 

Although Canada did not have a serious problem of addiction within its borders, 
Sharman (Canada) said, there would be great dangers of the already growing 
problem assuming major proportions if illicit drugs were available. He completel) 
agreed with Anslinger’s statements, asserting that the drugs seized in Canada had 
also come from Communist China, 
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Mr. Anstincer. This is a good answer to their charge of bac 
teriological warfare, because we can show that it is chemical (heroin 
warfare w hich is be ny carr d on 

Since this debate, | have been attacked in Communist newspapers 
here and abroad They are very clever at smears. They attack 
indirectly. It does not hit you head on; it hits you on the back and 

ile I can count four. The Russians circulated a letter from the 

ted Chinese saying all this was slander, but the documents wer 
‘e to proy 

ented cases I did not permit the Russian 

Chinese propaganda in the meeting. | 


said today 
sumption for 
» illes 
to our committee last vear? 
Some of that was offered in t 
; ciel ] ; ] Vy 1] 
it was perfectly ridiculous. We would 
1 even though it was legitimate They hay e 


opium through Thailand 
pes d into the illicit traffic. 
\merican GI narcotic situation is 


is now well in hand, or are you 


The Army has take ry vigorous steps to meet 


the problem in South Korea and Japan. The Army, in conjunction 


with one of our men, has set up a narcotics service in Japan which is 


xcellent results. T are apprehending Communists 


ling heroin. I do not think this situation is going to 
e will alwavs have some of it. We can les en it 

se men hospitalized. The Army investigative services are 

an excellent job in South Korea and in Japan in stopping this 

I am not alarmed about it at all. I am concerned from this 

of view—that when these boys come back they are potential 


smu 


s of infection 


CANFIELD. I was concerned when I read the Cardinal’s report 
because I went out of my way in Tokyo last year to ask the Army 
authorities about this situation and at all times their response was 

did not present a st rious problem Now, I wonder 

Mr. Anstincer. According to those figures that I gave you; they 
were for about 5 vears 

Mr. Gary. Off the record. 

Discussion off the record 
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Mr. Canrtevp. Seriously, Dr. Anslinger, the Communists, it is 
known, have a great source of supply and it certainly could be an 
effective weapon in warfare, could it not? 

Mr. AnsuLInGER. It was used very successfully by the Japanese an 
I am convinced that it is being used by the Chinese Communists, for 
a number of reasons. Certainly there is the financial reason. <A very 
well informed Chinese who knows this situation thoroughly told me 
that he could produce evidence that the Korean war had been 
financed by the sale of opium. I do not think he was too far « 
the way. 

Mr. Vurseitt. When you boi 

vou are going to stop or to 


a Korea or Japan or ‘ h ‘revel ley al i has ( 


oe 
n the recommendation o h irgeon Gene 


field Is not that a fact’ 1 we cannot co 


my ( 


against 


peo] 
I 


I 


In south 


her approach that is worthwile 


these who are train 


to hold it down? 


have enough power 


rvice i i} 
nee over there. 
whimen ove 


1 
Dut we turned 


ES IN 


VurseuL. Of course, that is helpfu I think you 
d Ing n wonderful rob. But 1 ¢ if analysis, if you will 


| 


is obse ry ation. if vou are e\ F r tO suppress the drug 


here in this country, you would have to have more power 
otates The State legislatures with their governors ought to pass 


strict laws and enforce them with heavy sentences. They ought to 
follow the pattern that the Federal Government has laid out 
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You know, there is a lot of romance in fighting counterfeiters and 
the drug traffic and once upon a time there was a lot of romance, they 
thought, in preventing the people of this country from drinking, on 
the national level, through the 18th amendment. But they were 
not successful. I think you folks are doing a wonderful job. But | 
think that job will never be done unless you and we put more emphasis 
on the States, on the State legislatures. They are pretty good poli 
ticians there and they ought to pass some laws. No right-thinking 
person could fail to be against this drug traffic and the fight against 
it ought to be ve ry popular. 

Mr. AnstinGcer. You are getting into the field that we like; that 
is, help from the States. If everybody followed the practice of the 
State from which our chairman comes (New Jersey), we could go 
home. New Jersey has hit this problem at every level. It is the 
only State which has a narcotics unit in its State police. They have 
established narcotics squads in all of the cities. The sheriffs are 
all working on it. We have helped right along. I do not think New 
Jersey has anything to fear from the narcotics angle. But when 
you get into States where they do not do anything, then we have 
to do the whole job and we just do not have enough men to do it. 
We have 260 men. Why, the Hagerstown, Md., police force has more 
men than that. 

Mr. Vurse.u. May I impose upon the committee just a little bit 
further, Mr. Chairman? I do not know of anything that has a 
greater emotional appeal which could be used to encourage State 
legislatures and State governments and, yes, city governments to 
get into this fight with both feet, against the drug traffic, or more 
merit behind such an appeal. 

I do know that you probably have as many cases today hanging 
over your department, which have not been—let me say adjudie: ated 
or perhaps liquidated would be a better word—as you had 7 or 8 years 
ago. There are no 300 men, 400 men, or 1,000 men, if you had that 
many, that can stop the dope traffic. You can probably suppress it 
somewhat with them, but you cannot stop it in this country any more 
than you could enforce prohibition from a national standpoint. 

That is why I say that if there is anything that the State govern- 
ments can do along that line or anything t hat this committee can do 
through suggesting decentralization of this effort, that it would be a 


step in the nght direction. 
CONTROL OF FOREIGN SOURCES 


There is one 0 m4 question that I wanted to raise. How much 
power do we ha in persuading other governments to which we are 
loaning money, to » discon tinue pouring these drugs into our country? 
Do we have anything other than the power of persuasion? 

Mr. Ansuincer. I have been over that time and again with the 
Mutual Security people and various other officials, who have some 
connection with these foreign governments. .I guess the best we can 
hope for, Congressman, is just to work with them, usually on their 
invitation. I do not know of any way we can coerce them. 

Just look what Mexico has done. They spend more money on 
narcotics enforcement than we do here. And, mind you, that traffic 
is directed at the United States. They do not have it. They go in 
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with troops and planes and make every effort. But they have to 
have the will to do it. I have not been able to get anything like that 
done, let us say in Turkey. They have some proposed laws—the 
death penalty for trafficking, but not enacted. 

(Discussion off the record.) 


ADDICTION AMONG DRAFTEES 


Mr. Canrretp. Dr. Anslinger, you have referred in your justifica- 
tions to the narcotics threat near military camps in the United States, 
and presumably in foreign fields. You have also made reference to 
addiction to escape the draft? 

Mr. ANSLINGER. Yes, sir. 

Mr. CanFre._p. Will you tell us something about that. 

Mr. AnsiinGcer. In some areas, especially the addiction centers, 
you find some of these young fellows will claim drug addiction in 
order to escape the draft. In a large number of cases we are able to 
prove that there is no drug addiction. There was one apartment 
house in a large city where we found something like 30 boys from 
that apartment house all claiming drug addiction. There was no 
drug addiction present. We do not run into that so much any more. 
The rejections now average about | in every 3,000 in this restricted 
and depleted age group. The Army is not reporting many of them 
today. There was a time when we did get quite a number of them. 


NARCOTICS SITUATION NEAR MILITARY INSTALLATIONS 


Mr. CanFIELD. What about the narcotics situation near military 


installations? 

Mr. ANSLINGER. We spend a lot of time and make the services of 
our men available wherever there is a traffic and we have made whole- 
sale arrests in a number of places. We have not had much of that 
recently, but there is enough to keep us going. I would say that we 
probably spend up to one-fourth of our time around some of these 
camps. Weare determined to keep them clean, and we are always on 
call for the Army to send our undercover men in. 


EMERGENCY STOCKPILE OF NARCOTIC DRUGS 


Mr. CanrieLtp. The National Resources Board has given you com- 
plete control of national supplies of narcotic drugs for civilian defense. 
Will you discuss your stockpile and the work pertaining thereto. 

Mr. ANSLINGER. We have supplied all of the strategi careas through- 
out the country with what we believe to be a sufficient amount of 
narcotics to take care of any emergency and I suppose, if any 
emergency were to take place, we would be called upon to see that 
these supplies are available. The Public Health Service has done 
likewise. This has been without cost to Civilian Defense. 

We have supplied most of these areas with morphine syrettes that 
were surrendered after the last war. That would be the first drug 
used in case of shock after an attack. You would have to have a 
fourth of a grain of morphine before they got you to the hospital. We 
are pretty well prepared there. One or two of the States have taken 
collateral action on their own and we have assisted those people in 
their efforts to obtain their supply. We are in pretty good shape 
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gut as to the strategic stockpile, I should like to speak on that off 
the record, because that is restricted. 
(Discussion off the record. 


NARCOTICS SITUATION IN THE DISTRICT OF COLUMBIA 


Mr. Canrietp. There is one other important subject I should like 
to take up, Dr. Anslinger. I have been working on Capitol Hill for 
29 vears and I do not know when I was more shocked than when I read 
the story in the Washington papers of the narcotics scandal here in the 
Nation’s Capital. If I am not mistaken, the head of the Metropolitan 
Police Department’s narcotics squad was indicted as a result of the 
investigation made at that time. And, as a follow-up, there was some 
criticism of the Bureau itself by a grand jury here in the District of 
( olumbia For the record how will you address vourself to that sub- 
ject and tell us, if you can, why we do not have better enforcement in 

| capital of the world? 
D VGER. Mr. Chairman, we made the arrest of Jim Yellow 
testified before the Senate committee about payoffs. 
case with undercover men from the outside. Ther 
of us who knew that the case was being made. He was 
d that he was paying for protection. 

ut 100 grand-jurvy commendations of the Bureau you 
pect 1 to be critical. We received a critical report here. ] 
part of it was commendation and part was critical 
as as a result, not of the situation here so much as the fact 
the drugs disposal room in a building over which we had no 
rol so far as guards are concerned—there was a janitor, who was 
our janitor, who pilfered some 28 ounces of cocaine. You must 
realize the volume that poured through that room. There were only 
> men who worked that room and they packaged 640 tons of drugs 
for the national stockpil Pe Tw ntv-eight ounces is an infinitesimal! 
portion. If a private firm found only that much missing out of such 
tonnage, they would feel prettv good about it. We arrested a peddle 
who disclosed that he had purchased his narcotics from this janitor 
The janitor and one of the men to whom he sold the narcotics have 
ted and convicted. The grand jury was critical that this 
happened. We have moved that room to another location 

is probably safer than the Bank of England. 
n contrast, the Senate Crime Committee and the House committee 
investigating crime in the District both went on the record as highly 


praising the Bureau; the House committee stating: 


The Bureau and its staff merit the gratitude of the community the District 


Statement off the record.) 


COMPARISON BETWEEN SENTENCES IN BALTIMORE AND THE DISTRICT 
OF COLUMBIA 


I want to present to you here a statement of sentences that have 
been handed out in Baltimore to 10 sellers recently. Also a statement 
of sentences given out in the District of Columbia. You will see 
the comparison between the sentences in Baltimore and the sentences 
in the District of Columbia. You can see why the pressure in Bal- 





imore has thrown a lot of this traffic over here. Short sentences do 
not deter dope peddlers. 
Evidently, the Boggs Act does not apply in the District of Columbia. 
hey have an indeterminate sentence act. 
I did not include the very heavy sentences Judge Pine gave to the 
ast group of conspirators who were tried Those were substantial 
| am giving you the average sentences that we get here in comparison 
with those in Baltimore. 
We have found in places like Baltimore, St. Louis, Detroit, Chicago, 
West Virginia, and New Jersey, heavy penalties deter the traffic 
Mr. CanrFieLtp. Without objection, the table referred to will bi 
made a part of the record at this point. 
The table referred to is as follows 
Baltimore, Md.: 
Pannell Matthews, February 7, 1951, 3 years 
John Roberts, January 4, 1952, 5 years 
talph Elliott, January 21, 1952, 3 years. 
John L. Rucks, February 18, 1952, 7 years. 
Eduardo Hermandez, October 12, 1952, 3 years 
Leland Rainey, December 12, 1952, 4 years. 
Jorge Torres, January 13, 1953, 8 years. 
Fidel Perez, January 13, 1953, 5 years. 
Lorenzo Garcia, January 13, 1953, 4 years. 
Jose Valentine, January 13, 1953, 4 years. 

District of Columbia: 
Joseph R. Ivison, July 22, 1952, 6 months to 2 years. $100 fine. 
Henry Hays, August 21, 1952, 20 months to 5 years. $100 fine. 
Joshua Atkins, October 3, 1952, 15 to 45 months. $50 fine. 
James Cannon, October 3, 1952, 20 months to 5 years. 
Charles P. Fletcher, October 8, 1952, 20 months to 5 years. 
Harry H. Hilliard, October 8, 1952, 20 months to 5 years. 
Andrew M. Taylor, October 8, 1952, 20 months to 5 years. 
Florence K. Taylor, October 8, 1952, 20 months to 5 years. 
Curtis Thomas Gafford, October 21, 1952, 20 months to 5 years. $500 fine. 
Vincent Washington, October 24, 1952, 15 to 45 months. $100 fine. 


JOINT ATTACK ON NARCOTICS TRAFFIC IN THE DISTRICT OF COLUMBIA 


Mr. CanFie_p. Certain recommendations were made to the grand 
jury. I know you have reviewed them very carefully. For instance, 
the grand jury was of the belief that the chief of the Washington field 
office of the Federal Bureau of Narcotics, the chief of the Metropolitan 
Police narcotics squad, and the chief of the Division of Investigation 
of the United States attorney’s office should meet bimonthly to co- 
ordinate a joint attack upon the narcotics traffic in this city. 

Will you comment on that? 

Mr. ANsLINGER. Our agent is in the United States attorney’s office 
almost every day and so are officers of the Police Department. We 
have a special investigator here working on the problem. You prob- 
ably read about 2 weeks ago that we picked up about 30 traffickers 
who were rather substantial peddlers. 


SALE OF NARCOTICS IN THE DISTRICT OF COLUMBIA 


Mr. Canrie.tp. The Evening Star article reported that a picture of 
narcotics being sold on some street corners ‘“‘as openly as the daily 
newspaper” was painted by the grand jury. It said narcotics ped- 
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dlers and wholesalers showed ‘‘utter contempt for local and Federal 
law-enforcement officers.”’ 

Mr. Anstincer. They did not say anything about the small sen- 
tences that were handed out here. But I want to say this: A news- 
paper editor came to me and said that he had a reporter who could 
buy narcotics on any street corner of Washington. I said, ‘‘That is 
fine. You send that man out and let him buy as much as he can. 
We will supply the funds. We will move in on all traffickers he buys 
from and we will give your paper credit for it. You can take all the 
credit.”’ 

After 2 months’ work, he came back with 1 marihuana cigarette 
and he could not even tell us from whom he bought it. 

How does that compare with this statement about narcotics being 
sold on every corner? You have got to be in the underworld if you 
want to buy narcotics here. 

Mr. Canrtep. If it is borne out that any members of the Metro- 
politan Police Department here in our Nation’s Capital are working 
with the underworld in narcotics traffic, that would be devastating. 

Currently, is the Federal Bureau of Narcotics looking in on the 
situation here in the District of Columbia? 

Mr. Ansuincer. If we could get a 5-year minimum sentence for a 
peddler, you will find the drug traffic disappearing from Washington. 
But you will not find the traffic disappearing with low sentences. 
We can make the cases, and so can the police department, but we 
can’t keep them in jail; that is up to the courts. 

Mr. Canrietp. Mr. Wilson 

Mr. Witson. Mr. Chairman, I think you have pretty well covered 
the field, but I had a few observations I wanted to make. 


NUMBER OF PERSONNEL 


I note that you have 395 agents on the job, is that right? 

Mr. Anstincer. No, sir; 260. 

Mr. Wirison. That is, 395 employees altogether; is that correct? 

Mr. ANSLINGER. Yes, sir. 

Mr. Witson. And you have authorization for 406; is that correct? 

Mr. Anstincer. That is true; yes, sir. 

Mr. Wutson. That leaves you 11 vacancies. Do you contemplate 
filling those vacancies? 

Mr. Ansuinc_er. I do not think so. 

Mr. Witson. The money that was provided in the last appropria- 
tion bill has been absorbed through pay raises and expenses for the 
other employees? 

Mr. Ansutincer. That is true. 

Mr. Wirson. Do you contemplate increasing the 395? 

Mr, Ansuincer. No, sir. 


NARCOTICS SITUATION IN KENTUCKY 


Mr. Witson. How do you account for the large number of narcotics 
cases in Kentucky? I notice that it is twice what it is in New York. 
Mr. Anstincer. Those are Blue Grass cases. Those are cases that 
were handled through our office. We have now eliminated those 
statistics because we are not handling these cases. When we were 
handling those cases, an addict would come to our office and we would 
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process him through the State court and get a compulsory commitment 
at Lexington for a year, under a suspended sentence by the Kentucky 
courts. That accounts for those figures. Those people come from 
all over the country. The Kentucky traffic is not bad at all. 

Mr. Wison. It is not worse than in the surrounding territory? 

Mr. Ansiincer. No, sir. In Kentucky the drug traffic is not a 
smuggling traffic. It is diversion from doctors. 

Mr. Witson. You have a hospital there for the treatment of these 
cases? 

Mr. ANSLINGER. Yes, sir; at Lexington. That is under the Public 
Health Service. That hospital is almost filled. There are some empty 
beds there. We can take voluntary cases, both men and women, at 
anv time. 

Mr. Witson. I was very glad that you are able to pin down the 
lack of effectiveness in trying to drive dope peddlers out of the traffic, 
to the mild penalties that were imposed. 


SHORTAGE OF LAW-ENFORCEMENT OFFICERS IN THE DISTRICT OF 
COLUMBIA 


Now, in the District of Columbia, we are short approximately 300 
policemen. I wonder if that shortage of Metropolitan Police may have 
contributed to some extent to the lack of cooperation of the local 
police with you in driving out this traffic from Washington. 

Mr. Anstincer. Mr. Congressman, I have always felt that the 
local police were understaffed, as we are. We can only afford 4 men 
here. The District has about 10 men on the narcotics squad. A 
city like Los Angeles has 28 men on the squad. That keeps down a lot 
of crime, because addicts steal and rob to get money to maintain their 
supply. That accounts for a lot of crime here. If the local police 
were able to recruit their full quota, they would probably assign more 
men to the narcotics squad, which would cut down crime substantially. 


COMPULSORY HOSPITALIZATION FOR ADDICTS 


There is a bill introduced by Representative Miller, sponsored by 
the Evening Star. We are in favor of that bill. It provides compul- 
sory hospitalization for addicts. If you had 800 or 900 lepers running 
around the streets of the city, you would put them in the hospital in 
Louisiana. But with the drug addict, there is no law to compel him 
to enter a hospital. That bill to which I have referred would require 
hospitalization of all addicts. He would be given his day in court. 
It would all be under due process of law, similar to the commitment 
of an insane person. That bill certainly would go far to remedy the 
situation here. 

If that bill were passed, we would bring in a force of men to work 
with the police and pick up these addicts and have them hospitalized. 
That should be the No. 1 project here. 

After all, the addict here is generally a peddler. He creates more 
addicts. Until we can get compulsory hospitalization for the addict 
plus a 5-year minimum for the seller, as distinguished from the addict, 
we will not make much headway. 

In New Jersey they pick up an addict as a disorderly person just 
like a common drunkard. That is an excellent thing. Most of these 
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persons have criminal records anyway. But here, there is nothing 
that the police can do. They do not have the power to pick up a 
man because he is an addict. They must have probable cause. We 
have a search-and-seizure restriction in Federal jurisdiction. We 
cannot turn such cases here over to the local people as we do in the 


otates. 


EFFECTIVENESS OF EFFECTING CURES UNDER HOSPITALIZATION 


Mr. Winson. What is your record in effecting cures of cases which 
you have hospitalized? 

Mr. Anstincer. Those under 21 respond very favorably to treat- 
ment. We do not have many repeaters. The hospital in New York 
is eloquent evidence of the fact that the teen-ager can be handled, 
but when you get up to the addicts of 25 and 30 years, the effective- 
ness is only about.17 percent. 

Mr. Witson. Are you able to get any suggestions from these 
patients who have been cured as to where they received this dope? 

Mr. Anstincer. No, sir; they will not talk. 

Mr. Wiison. Even after they are cured? 

Mr. Anstincer. Even after they are cured, they refuse to disclose 
their sources. 

Mr. Wiuson. Are you familiar with the salary schedules of the 
metropolitan policemen in Washington? 

Mr. ANsSLINGER. No, sir; I am not. 

Mr. Witson. That is all. 


COMPARATIVE STATEMENTS OF CASELOAD AND CASES COMPLETED 
FOR PROSECUTION 


Mr. Gary. Dr. Anslinger, I would like to insert in the record 
page 184 of the justifications which shows a comparative statement 
of your caseload; and the table on page 186, which is a comparative 
statement of cases completed for prosecution. 

(The material referred to will be found on p. 281, et seq., of the 
hearings.) 

NARCOTICS CASES IN VIRGINIA 


Mr. Gary. I notice from the second table that in Virginia you had 
31 narcotic cases and 15 marihuana cases. Were those military-camp 
cases? I believe you said last year that most of the trouble you had 
in Virginia was in the territory around the camps. 

Mr. AnsuinGER. Yes, sir. I recall there were a few peddling cases 
in Norfolk and we had an undercover man in there developing some 
street cases. Most of those were Army or camp cases. They have all 
been disposed of. 

MARIHUANA SITUATION 


Mr. Gary. What is the situation with respect to marihuana now? 
Is it better or worse? 

Mr. Anstincer. The traffic has not abated. There is enormous 
smuggling of marihuana from Mexico. Most of that is Mexican 
marihuana. 
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We also have a situation in the Middle West where marihuana is 
grown for hemp, and there is some diversion from the hemp fields, 
although the farmers are careful. 

Then there are thousands and thousands of acres in some of the 
Middle Western States as a result of old hemp plantations. The 
plant reseeds itself every year. There is tremendous acreage, so much 
that we could not possibly tackle it. 

We have tried to get the States to declare it a noxious weed, but 
they have a great deal of difficulty before they can destroy it. They 
have to find the owner and see if the owner will pay for the destruction 

We did have great success when we had the WPA in some of these 
States. They did a fine job in Nebraska and Kansas. Along the 
upper Potomac River there were 60 miles of it from old hemp planta- 
tions that existed in the headwater regions. We have destroyed that 
year after year, but it still keeps comming up. 

There is not much planting of marihuana for the illicit traffic; there 
is so much available elsewhere. Take the city dump. People will 
throw birdseed out when they are cleaning a birdcage. You get the 
hemp seed there and suddenly you will run across a big acreage right 
around the city dump. 

I was coming out of the Holland Tunnel several years ago and right 
next to a diner on Route 1 I found 3,000 plants. Somebody had 
probably cleaned out a birdcage. No one had noticed it, so I called 
up the office and had it destroyed. 

Go to Kentucky; along the roadsides you will find it. At one time 
we had 3,000 farmers in Kentuc ky who were producing hemp seed for 
the Minnesota and Wisconsin hemp farmers. Here you have the 
legal and the illicit traffic, just as you have in narcotics. 

Answering your question, Congressman, we make just as many 
cases year after year. We make 1,000 cases a year. There does not 
seem to be any let-up. If we could give the marihuana peddler a 
5-year eres sentence, that would stop it. 

‘Mr. Gary. This committee visited in Mexico last year and also 
alone the Mexican border. We went to Brownsville, Houston, and 
Dallas. We traveled along the coast and along the border. I do not 
see how you can ever stop that traffic across the Mexican border, be 
cause all they have got to do is to walk across. In some places there is 
a stream, but they can wade across that at many points. It looks like 
an almost impossible task. 

Mr. ANSLINGER. The Mexicans make 3,000 marihuana cases a year. 
They make three times as many cases as we do. 

Mr. Gary. I understand that they are cooperating very nicely. 

Mr. AnsLinGeR. They try very hard. We made a big seizure in 
Pittsburgh. We followed that right up from the Pacific coast. That 
was all Mexican. But there is also marihuana from voluntary growth 


USE OF MARIHUANA AMONG TEENAGERS 


Mr. Gary. Do you notice the use of it spreading among teenagers 
now? 

Mr. AnsutinGer. I would hesitate to say that there has been 
improvement. All these youngsters who become heroin addicts 
started with marihuana. The use of heroin is going down. We do 
not know, we have no way of telling whether the use of marihuana 
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has abated. In certain sections it certainly has not. I would say that 
in California, Texas, New York City, Philadelphia and here, the 
use of marihuana has not gone down. 


SENTENCES GIVEN VIOLATORS 


Mr. Gary. You refer to the sentences given these violators. Are 
most of these sentences given to peddlers, or are they given to the 
people higher up? 

Mr. Ansiincer. In certain jurisdictions now the average peddler 
gets what I consider to be a low sentence. The higher up we get into 
these cases the more substantial the sentences. You will notice that 
in the Catalanotte case he got 9 years. That is a substantial sentence. 

In the case of these conspirators recently in the District of Columbia, 
Judge Pine gave them 8 to 24 years. Those are good sentences. But 
the average peddler in certain areas—in St. Louis, they all get sub- 
stantial sentences—and that is the case now in Detroit and Chicago. 
New Orleans, which was a low-sentence area, has changed. But in 
California, as I pointed out, they only get about 85 prison sentences 
out of 1,000 cases. You cannot expect the traffic to be seared out 
with that. 

These fellows are gamblers. They take a chance. They figure 
what their chances are of being caught. They gamble on the sen- 
tence. They know that they can have a Cadillac and a lot of money 
and if they only have to serve about 16 months, or one-third of the 
sentence, they gamble. If they were given a 5-year minimum sen- 
tence, they would not gamble on it, because they do not want that. 
If you gave them a 5-year minimum sentence, they would come to 


us and say, “I do not want to take that. I will tell you whom I am 
getting it from.’’ In other words, he will uncover his source of 
supply—wholesaler or smuggler—and he would even uncover the 
Mafia, because they will not take these heavy sentences. 


HANDLING OF COUNTERFEITING ABROAD 


Mr. Gary. You made some comment about helping the Secret 
Service in arrests for counterfeiting. What kind of counterfeiting is 
that? 

Mr. ANsLINGER. In our work abroad, we run into counterfeiting in 
connection with the narcotics traffic. Sometimes the trafficker tries 
to pay off in counterfeit money. 

Mr. Gary. Counterfeit United States money? 

Mr. ANsLinGER. Yes, sir. We have made a number of cases in 
Italy and some in France where there has been substantial counter- 
feiting. When we run into such a case, we develop it; we go right 
through with it. The Secret Service does not have any men abroad. 
If we find counterfeiting, we do the job for them in cooperation with 
foreign police. 


CITIES HAVING SPECIAL NARCOTICS SQUADS 


Mr. Gary. How many cities now have special narcotics squads? 

Mr. Anstincer. Most of the large cities. The American Legion 
bas helped on that problem. Wherever the American Legion finds 
that it is a problem, and the city does not have a local squad, they see 
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to it that one is established. The American Legion has done an ex- 
cellent job. They have given us wonderful help. They go to the 
chief of police and ask him to establish a squad. 


RELATION BETWEEN THE USE OF NARCOTICS AND THE NUMBER OF 
SEX CRIMES 


Mr. Gary. We are having a great many sex crimes these days, 
Doctor, do you think there is any relation between the use of narcotics 
and the number of sex crimes that we are having? 

Mr. Ansiincer. No, not at all, sir. Insofar as the opium deriva- 
tives are concerned, they dull the sexual appetite. Once in a while 
we run into a marihuana sex crime but you would run into such with 
alcohol or maybe something else. There is no relationship 


MODEL LAW FOR STATES 


Mr. James. Doctor, you have commented very favorably on the 
situation in New Jersey and I think you attributed that to the fact 
that they have a State law there which has been beneficial in mini- 
mizing the traffic. Has there been a model law presented to other 
States - consideration and possible adoption? 

Mr. AnstinceR. That is true, Congressman. I would like to speak 
on this off the record, if I may. 

(Discussion off the record.) 


USE OF NARCOTICS PURCHASED 


Mr. James. A considerable amount of money that is appropriated 
to your Bureau is spent for making purchases—$240,000, a little 
under a quarter of a million dollars. Is the material that is purchased 
of any value so that it can be distributed to places where it can be 
put to legitimate use? 

Mr. ANsLINGER. Congressman, some of it can, but not very much 
of it. It is mostly heroin that is purchased and that is adulterated up 
to say 95 percent in some cases. By the time you rework that in a 
manufacturing plant, it would probably cost as much as we paid for 
it. So we do not rework heroin. We used to, but it was very unsatis- 
factory. Under the treaty, we are supposed to destroy it or convert 
it into a usable narcotic. I mentioned the fact that it is adulterated. 
Sometimes it is adulterated with a deadly poison and if one peddler 
wants to knock off somebody, he will give him what is known as a 
“hot shot.” It is adulterated with quinine and with some new syn- 
thetic chemical. It would cost too much to rework it. 

When we buy opium or morphine tablets, they go into the national 
stockpile. As I pointed out, we have sent a fre ight trainload, some 45 
freight cars, to the stockpile. This is not only narcotics we have 
bought or seized; there is a lot surrendered to us. Sometimes a doctor 
or druggist will say he has had it for 10 years and does not want it 
and asks us to take it. You will find according to the records that 
we have turned over a valuabie lot of narcotics to the stockpile. 

Mr. James. Doctor, when you do that, is there any corresponding 
credit made on your account? 

Mr. ANsLINGER. No, sir. 
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Mr. James. There is no corresponding credit made? 

Mr. ANSLINGER. No, sir. 

Mr. James. So that, in effect, the possible result of your making 
$240,000 worth of purchases might result in a valuable lot of material 
for the stockpile; is that true? 


SEIZURE OF AUTOMOBILES 


Mr. Ansiincer. Yes, sir. Let me tell you this, Mr. Congressman, 
that along with these purchases, we seized in 1952 about 550 auto- 
mobiles. 

Mr. James. I was going to ask about that too. 

Mr. AnsLinGER. 550 automobiles represents a substantial number of 
cars and these are good cars, they are not just wrecks; about $600,000 
in value. 

Mr. James. I do not know that anything can be done to make your 
cost to the Government, which I consider very reasonable, indeed, 
any lower. But sometimes doubts are expressed by some people that 
we are getting value for the money that we are spending in this work 
The questions I have asked and the answers vou have given will, | 
think, help to satisfy some of these people that this service, in the end, 
probably pays for itself in addition to cleaning up a lot of heartbreaking 
situations. 

I think that is all, Mr. Chairman. 


REQUEST FOR 1954 


Mr. Passman. Dr. Anslinger, I am sure that this committee and the 
Congress and the people have faith in the great work that you are 
doing. The Congress gave you $2,790,000 ‘for the fiscal year 1953 
and you are asking for the same amount for the fiscal year 1954; i 
that correct? 

Mr. Ansuincer. That is right. 

Mr. Passman. One brief observation off the record. 

(Discussion off the record.) 


NEED FOR LOCAL COOPERATION 


Mr. Vursevt. Mr. Chairman, I would like to commend Dr. 
Anslinger. Your testimony has been pointed and very interesting 
and enlightening. I have been interested a long time in watching 
this type of work that you people are doing. 

I doubt if any people doing police work—and that is what it is in 
a way, investigatory work—have alleviated as much suffering of 
humanity, for the same amount of money, as your organization. 
I say that because I think you may have thought my earlier remarks 
might be an indication that I was out of step with what you are trying 
to do. I regard your organization in this work as a pilot plant; 
for instance, like setting up a pilot plant to show people how to convert 
to gasoline, and so forth. 

I was interested in your answers to the question of our good colleague 
from Louisiana, that if you could take all of your men and put them 
in New York, and if you do not have proper cooperation you will not 
have enough to make a dent in stopping the drug traffic. 





The point that I tried to raise was that this has to be approached 
largely from the home, the Parent-Teacher Association, and so forth. 

The crime commission in Chicago has done splendid work. 

Here is a splendid article that shows that the drug fad in the high 
schools started in 1948, but the sentiment of the people turned the 
tide so that it is diminishing rapidly. 

Outside of Chicago in the State of Illinois there is probably very 
little drug addiction. I am going to take the responsibility, upon the 
suggestion of the gentleman who always comes up with something 
good from Louisiana, of interesting someone to put a bill through the 
Illinois Legislature along the lines of the law in New Jersey, the home 
of our chairman. I think if we start with something along that line, 
with the splendid work that you people are doing, we can get some- 
where. 

If I were in State politics I could think of nothing better than 
promoting a law that would stop this damnable spread of drug addic- 
tion, which starts with the teen-agers and comes on up. 

I noticed that about 98 percent of the offenders in Chicago, according 
to Mr. McCormick, are of the colored race. Of course, there is great 
congestion in that city. 

That's all, Mr. Chairman. 


VALUE OF ILLICIT DRUGS 


Mr. Sreminskr. Dr. Anslinger, a few vears ago 500 tons of drugs 
disappeared from the world market. What would that be worth, 
broken down for illicit consumption? 

Mr. ANsLINGER. For legitimate use it would be around $10,000,000, 
but when you get to the illicit value, it would be a fantastic figure. 

Mr. Sreminski. Would you care to cite an outside figure? 

Mr. AnstinGer. I will make it on this basis: One pound of opium 
for which you would pay $10 would sell between $100 and $200. 
If you broke that down into heroin it would bring probably $2,000. 
The ultimate illicit value of heroin from 500 tons of opium would 
bring around $2 billion. 

Mr. Sreminsxr. Your Bureau, operating at its present annual 
appropriation, would cost $279 million to run for 100 years. Stack 
that against the $2 billion drug cargo that vanished in 1950 and the 
issue we face isclear. In 100 years, at 500 tons a year, opium runners, 
at present prices, would net $200 billion. At whose expense? Our 
economy? 


POLITICAL, ECONOMIC, MILITARY, AND SOCIAL ASPECTS OF THE 
NARCOTICS PROBLEM 


Thus, this problem has political, economic, military, and social 
ramifications. We have just seen in Japan : parliament dissolved. 
You have revealed in your testimony that Japan is now an active 
market for drugs and that the Reds there are using drug money to 
build their treasuries. Who knows but that drug money in Japan had 
an influence on the dissolution of the Japanese Parlis ament? Econom 
ically, your testimony shows that unwise Federal purchase of drugs 
does influence the world price; therefore, anything that you can do 
to counsel the Congress against unwise drug purchases ts a great help 
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in knocking down the profit obtained by the opium runners, Mili- 
tarily we see this drug cancer operating among troops of the United 
Nations, in Korea and elsewhere. I think I might be allowed to state 
that I highlighted this to the committee shortly after I returned from 
Korea, in early 1951. 

In Tokyo last spring, in answer to my question, at a briefing 
attended by my colleagues here, General Ridgway stated that the 
Army, if I recall his words, had not uncovered one iota of evidence 
of the use of drugs by the Reds among theim own troops. This, if 
still true, would seem to lend impact to the idea that Red treasuries 
swell as free world consumption of drugs mounts. The social aspect 
of the menace is evident in its degenerating effects upon our youth, 
here at home. 


EFFECT OF USING DRUGS ON 18-YEAR-OLDS 


What is the effect on an individual if at 18 he or she starts using 
drugs uninterruptedly until death? First, what does it do to the 
natural life span? second, at what age do they degenerate or pre- 
maturely age? and, third, would you say they take their own lives 
at a higher incident rate than others? 

Mr. Anstincer. To answer your first question, the use of drugs 
cuts off about one-third of the average life. That has been proved 
by studies made of the opium smoker. I do not think that the 
heroin user would fare so well. He would probably have more than 
one-third of his life cut off. 

Now, as to the deterioration that begins with the taking of drugs 
at 18, it is immediate because all of these things happen to the body. 
There is a moral and physical destruction that takes place almost 
immediately. They do not have to use it over a period of years before 
that starts. Your physical destruction takes place as soon as you 
start using the drug. You start with damage to your gastrointestinal 
tract, to your respiratory system, and to your nervous system. ‘Those 
things happen immediately. Those drugs are taken three times a 
day. The destruction sometimes is lasting. 

Morally, there is damage. If it is a boy he becomes a thief, and 
if it is a girl she becomes a prostitute 

There are many cases of accidental death and suicide from over- 
doses. 

Mr. Sreminskt. I pursue this for an additional purpose. I wonder 
if it is generally realized, quite aside from narcotics, that Karl Marx 
had two offspring that took their lives. Perhaps Marx’ ideas 
permeated his offspring, unhinged its staying power, their ability to 
integrate itself with their Creator, living in harmony with their 
conscience. Unbalance set in, suicide followed. 

I wonder if that type of degeneration is equally paramount in the 
drug field? 

Mr. Anstincer. We see it every day, sometimes from good fam- 
ilies, where the child has not been too well controlled. 


NARCOTICS SITUATION AMONG THE STATES 
Mr. Sreminskr. On the good side of the ledger I think it is encour- 


aging to see in your citations of narcotic convictions this year, Dr. 
Anslinger, that 80 percent of our States come through with a clean bill 
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of health. Your report shows that 20 percent of our States were 
afflicted with heavy cases of narcotics arrests. Those States are 
Washington, Minnesota, Michigan, New York, California, Texas, 
Ohio, Arizona, Ililinois, and Pennsylvania. Certainly, on a national 
level, those should be the first States public opinion should interest in 
adopting legislation of the type the gentleman from Louisiana and 
others here, including the chairman, have discussed. 


NARCOTICS SITUATION ABROAD 


Abroad, we see that the Netherlands, France, and Italy are narcotic 
plagued. We get a clean bill of health from the Seandinavian coun- 
tries. The Mediterranean area seems to be in trouble, as is the Near 
East, and those Far East countries under heavy Communist influence 

What is the narcotic situation in the British Isles now? Remember, 
last year you stated that the British finally woke up and decided to 
cet after it. 

Mr. AnsuincerR. They are still being plagued with the use of 
hashish. It has gotten to the younger people of the larger cities 
We have not seen any abatement of that in the United Kingdom to 
date. They are having a difficult time of it now. 

Mr. Sieminski. In Africa, which is a potential source of food for 
us, the Mau Mau movement is being intensified. Let us put it this 
way. Are drugs playing any part in the Mau Mau movement which 
seeks to throw the white man out of Africa? 

Mr. ANsuInGER. The use of dagea, which is the same as hashish or 
marihuana, has become widespread in Nairobi, where the Government 
established a commission to look into the situation to see what co ld 
be done. I just do not know where this movement you speak of is 


under way, but they have had, I think, serious riots as the result of 


the use of dagga, which thev ean trace to the use of dagea 


Mr. Steminski. There was a good story in Life magazine recently 
with regard to the Manu Mau. American magazine and printed 


opinion deal well with the problem of communism and race tensions 


yet, little is said of the influence, if any, of narcotics in spreading both 
movements; in easing infiltration to carry out missions of plunde 
torture, degeneration, murder, and death. 

Mr. ANSLINGER. I have asked for a copy of that report. 


COOPERATION FROM THE COAST GUARD 


Mr. Sreminskr. Just one other thing. Do you think that we should 
ask for a Coast Guard office in Hong Kong? If you are unable to stop 
narcotics cargo there, the Coast Guard might certainly be able to do it, 
in conjunction with your operations. Do you think it would help you? 

Mr. Anstincer. When smuggling was rampant on a very larg 
scale from Japan, the Coast Guard in Honolulu was always alerted as 
to a “hot” ship. They would go out and trail the ship in to see 
nothing was thrown overboard, and then they trailed the ship outward 
because if they did not trail it out the people on board could throw it 
off on the way out. They did some excellent work for us. We have 
not run into this “hot” ship business recently because this is mostly 
seamen and passenger smuggling today. If it gets into the cargo 
racket then they should do as they did before. 
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Mr. Steminski. Recently a certain gentleman set up an office in 
Monaco. Of reported phenomenal wealth, he ships cargoes all over 
the world. I wonder if you could ask that gentleman, through your 
agents, to give you some cooperation in the trade lanes of the world on 
illicit. cargoes? 

Mr. ANSLINGER. Yes, sir. 


USE OF TRAINING FILMS IN THE ARMED FORCES 


Mr. Steminskr. May I at this point in the record, Mr. Chairman, 
refer to correspondence I have had with the Department of the Army 
relative to training films for our Armed Forces showing the influence 
of narcotics on the human body, and so forth. They told me they had 
been in touch with the Bureau of Narcotics and were working on this 
problem in the Armed Forces. 


TRAINING ON A NATIONAL LEVEL 


Mr. Canrietp. From time to time there has been projected a 
national school for the training of State and local agents in narcotics. 
There is some sort of training on a national level at this time, is that 
not true? 

Mr. Ansutincer. At Camp Gordon in the provost marshal school 
there is a complete narcotics course given to all of the CID, and the 
provost marshal. We conduct training courses for local police. The 
best training course is for the local men to come right in and go to 
work with us. We welcome that over the country. 

Mr. Canrieip. Usually when a State or a municipality of any size 
has in mind the formation of a narcotics force, those in charge get in 
touch with vou, do they not, and get your cooperation? 

Mr. Ansuincer. They get in touch with us, and we take them 
right into our office and they work right with us and learn the work 
from the ground up. Undercover work is the best way for any man 
to learn narcotics. 


RELATIONSHIP WITH THE BUREAU OF CUSTOMS ABROAD 


Mr. Canrietp. The closing question is this: What is your rela- 
tionship with Customs in this problem? In other words, as I under- 
stand the picture, people abroad now, at least our people in Hong 
Kong, are Treasury men assigned to Customs, but these men work 
on the problem of narcotics, do they not? 

Mr. Ansitincer. Narcotics and any other Treasury activity like 
gold smuggling or counterfeiting, or anything else. The Customs 
Service does the Far East and Mexico. We do all of Europe on 
narcotics. Naturally, when we run into anything that is of interest 
to them we throw it right to them. 

Mr. Canrre_p. The men in Europe are directly under your super- 
vision, but the men in the Far East are directly under the supervision 
of Customs? 


Mr. Ansuincer. That is right. 
Mr. Canrieip. However, you have close liaison, and you know 
just exactly what those men are doing? 
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Mr. Ansutincer. Yes, sir. We exchange all our reports from all 
of those areas, and it is working very well, especially in Europe where 
there is a great deal of other smuggling that we run into. 

Mr. CANFIELD. When our subcommittee visited Hong Kong last 
veal there seemed to be some feeling on. the part of the Treasury 
representative over there at that time that he needed more help 

Mr. ANsLiINGER. That is right 


Mr. CanFievp. I take it from your presentation today that addi- 


tional help has been accorded him; is that true? 
Mr. ANSLINGER No, Su I do not believe he has received any 
elp. At Hong Kong he could use some help I beli Ve that inh 


Japan the force may have been augmented 

Mr. Cant IELD But that help, if allowed, would be from the Bur au 
of Customs? 

Mr. ANSLINGER. Yes, sir 


CRITICISM OF THE FEDERAL GOVERNMENT 


Mr. Gary. May I just say here there has been so much criticism 
f the Government recently that I think it has had a tendency to 
ause the people of the United States to lose faith in thi Federal 
Government. I wish that some of our citizens could sit here at this 
table and see what competent men we have carrying out the laws of 
this country; what efficiency we do have in these departments, and | 
be lieve that it would be a revelation to them and they would find out 
hat most of the criticism that is being directed at Government officials 
rs bureaus today, is grossly exaggerated and largely without 
justification. 

Mr. Ansuincer. Thank you, sir. 


SUMMARY OF NEEDS FOR SOLVING THE NARCOTICS PROBLEM 


Mr. Canribup. Dr. Anslinger, in your ere sentation today you have 
emphasized two very “import: ant needs in eftorts for the proper solu- 
tion of this problem: one, the need for more realistic and severe 
penalties for convicted offenders: secondly, more honest-to-goodness 
help on the part of the States and the local municipalities, some of 
whom seemingly are not doing the best job they can. I, too, want to 
salute you and your staff on your devotion and dedication to your 
very important assignment in government, and I am sure you know 
of the continuing concern and interest of this particular subcommittee 
on appropriations. We are always glad to sit down with you and 
discuss with you and your men your problems, and we are very 
anxious to help as best we can. 

Mr. Ansuincer. Thank you, Mr. Chairman 

Mr. Canrietp. The committee will stand adjourned until 9:30 
o’clock tomorrow morning 
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BUREAU OF ENGRAVING AND PRINTING 


WITNESSES 
HALL, DIRECTOR 


A. W. 

H. J. HOLTZCLAW, ASSOCIATE DIRECTOR 

C. E. DEERY, CHIEF, OFFICE OF BUDGET AND ACCOUNTS 
A. J. WILSON, ACCOUNTANT IN CHARGE 


Mr. CANFIELD. The committee will be in order. We meet this 
morning to review the report of the Bureau of Engraving and Printing, 
which now operates on a working capital fund of $3,250,000 established 
for the operation of the Bureau commencing July 1, 1951, in accord- 
ance with the provisions of Public Law 656, approved August 4, 1950. 


JUSTIFICATIONS OF ESTIMATES 


The appropriate justifications will be inserted in the record at this 
point. 
(The justifications are as follows: ) 


GENERAL STATEMENT 


The Bureau of Engraving and Printing was established by act of Congress 
on July 11, 1862. The Bureau designs, engraves, and prints currency, bonds, 
stamps, commissions, certificates, and various other forms of engraved documents 

A working capital fund of $3,250,000 was established for the operation of 
the Bureau commencing July 1, 1951, in accordance with the provisions of Public 
Law 656, approved August 4, 1950. This fund is reimbursed from appropriations 
made available to other Government agencies for goods or services furnished to 
such agencies. Reimbursements include all of the direct and indirect costs of 
the Bureau incidental to performing the work or services requisitioned. 

The budget estimates for the Bureau are determined primarily by two factors, 
namely (1) the volume of production of the various items of manufacture needed 
to meet the estimated requirements of the various agencies, and (2) the unit cost 
of manufacturing each type of item produced. The volume requirements included 
in the estimates for each of the various items of manufacture (currency, bonds, 
stamps, checks, etc.) are based upon estimated needs submitted to the Bureau 
by the agencies served. The unit cost of production of each item manufactured 
is developed through a detailed system of cost accounting and is adjusted to reflect 
all known factors which will affect the cost of production during the budget year; 
such as changes in pay rates, savings resulting from improvements in production 
procedures, techniques, ete. 

Following are comparative statements indicating the work volume, unit cost 
rates, and the total cost by activities for each of the fiscal years 1952, 1953, and 
1954, together with an explanation of those factors which were considered in 
making adjustments in actual 1952 unit cost rates (hereinafter referred to as the 
base costs) to develop rates for the fiscal year 1954. 
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Savings due to reduction in employees’ leave 


Changes in the number of days of annual and sick leave to be granted employees 
due to the enactment of Public Law 233, 82d Congress, will result in an annual] 
saving to the Bureau of approximately 35,000 man-days and associated monetary 
savings in the amount of $452,800. Since only one-half of the total estimated 
annual saving was reflected in the 1952 base cost, $226,400, representing the 
balance of the savings which will accrue during the fiscal year 1953, is reflected 
in the estimate through a downward adjustment in the unit cost rates of the 
work to be produced, based upon the amount of labor costs included in each 
item to be manufactured 


Decrease in overhead 


Since the cost of overhead expense remains relatively constant, any significant 
increase in a major activity of the production program decreases the amount of 
overhead chargeable per thousand units of the item to be manufactured. Accord- 
ingly, due to the substantial increase in the currency program in 1953 as compared 
with 1952, a downward adjustment of $537,300 has been made in the unit cost 
rates for this factor. 


Sat ings due to improvements in production methods 


As outlined in the justification of the 1953 budget presentation it was estimated 
that the procedure initiated during the fiscal year 1952 in the production of cur- 
rency, that is, the use of a nonoffset green ink in the printing of “‘backs’”’ of sheets 
of currency and the development of automatic device for the takeoff and delivery 
of the freshly printed “backs’”’ from the plates on the intaglio press would result 
in recurrent annual savings of approximately $1,658,000. 

Subsequent to the submission of our 1953 budget estimates it was determined 
that the potential saving to be realized on an annual basis would be increased to 
approximately $2,100,000 as a result of an increase in the currency program and 
an additional procedural change which allowed the examination of both sides of 
the sheets of currency in 1 operation instead of 2 operations as had been done be- 
fore. Of this total amount all but $342,000 of the saving to be realized was re- 
flected in the base cost upon which the rates for 1954 are determined. The balance 
of $342,000, therefore, is included in this budget estimate as a downward adjust- 
ment in the unit cost rates for the printing of currency. 


Economies in operation 


The basic purpose of the management improvement plan of the Bureau of En- 
graving and Printing is to identify problems and develop programs to bring about 
simplification and improvements in the operational procedure which will result in 
greater economies to the agencies served and to the Government as a whole. 

In the projection of this plan, comprehensive studies are being conducted at the 
present time on several major technical projects which, if adopted as a part of the 
standard production procedure, will effect substantial reductions in the operating 
costs of the Bureau. However, as in any major research work, considerable 
flexibility of action must be allowed for sufficient testing and practical trial evalua- 
tion of each of these projects to insure the attainment of the desired objectives 
and, therefore, no adjustments were made in the unit cost rates for 1954 for these 
potential savings. 

Some of the projects currently being prosecuted which may supplement existing 
operational procedures by the fiscal year 1954 are the following: 

a) Nonoffset black ink.—The large scale savings realized by the installation of 
automatic takeoff and delivery devices on presses used for printing currency 
“backs” has directed attention to the possibility of installing such devices on the 
presses which are used to print curreney “‘faces.’’ This improvement is contingent 
upon the development of a nonoffset black intaglio ink similar in quality to the 
nonoffset green ink which was introduced in the fiscal vear 1952 for the printing 
of ecurreney “backs.” A formula has been developed for an ink which is an 
improvement in respect to nonodset qualities, and large-scale tests are now being 
eonducted. However, the improvement is not vet sufficient to warrant wide- 
spread conversion to its use. On the basis of anticipated reduction in personnel 
of approximately 320 employees who would no longer be needed as assistants on 
currency face printing presses or as tissue separators, it is estimated that the 
successful adoption of this procedure to the production process would result in 
recurring annual savings of eee $1 million. 

b) Improved method of trimming currency.—Experiments were conducted 
throughout the fiscal vear 19 52 to determine the feasibility of guillotine trimming 
currency printed by the wet intaglio process. In general, the results were unsatis- 
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factory inasmuch as it appeared that the excessive spoilage attributable to bad 
argins would outweigh the savings which would otherwise aceruc I ‘ 

nition of the many inherent variables which may occur in the wet intaglio process 
was concluded that in order to accomplish any significant savings in the currency 

trimming operation it would appear advisable to reconsider the possibilitie f 





modernized single sheet trimming by using photoelectric and other automatic 


equipment to register the sheets If successfu he modernization of the pr t 

trimming machine could result in doubling the output of each machine It 
timated that the achievement of this objective would result in a reduction of 

about 150 employees with associated recurrent annual savings of $600,000 wt 





approximates that which would occur if curreney could be guillotine trimmed 
out excessive spoilage 
c {utomatic feeder for use in printing currency Engineering studic Cor 
ducted in the Bureau have suggested the development of automatic feeders on 
taglio printing presses used in the production of currency. These feeders 
would replace the present semi-automatic feeders which require that the 
of distinctive paper be fitted over registration pins by the printer’s assistant a 
they are fed into the press. Since the new method of feeding would be cor 
pletely mechanized, the present means of obtaining accurate registration of the 


heets 


sheets would be eliminated Thus, there would no longer be any need for the 
holes which are drilled in the margin on each side of the sheets and which ars 
now fitted over the pins manually Also, the wide margins on the paper which 
are needed for the present method of registration could be cut down thus saving 
on the cost of paper. However, the greatest saving which would be brought about 


through the successful adaptation of this procedure would be the elimination of 
the need for about 460 printers’ assistants in the production of currency with 
associated recurring annual savings of approximately $1,400,000 

d) EFighteen-subject currency program During the latter part of the fiscal 
year 1952 a decision was reached to study the feasibility of printing currency 


18 subjects to the sheet instead of 12 as is done at present. The research and 
development efforts of the Bureau were immediately centered on this change 


which would affect every operation associated with the printing of currency 
By the end of the fiscal year the new procedure had been introduced on an experi- 
mental basis and printing was being performed on one back and one face press 
The operation was carried as far as overprinting, since the present numbering 
equipment cannot be adapted to the size of the 18-subject sheet. However, it is 
planned to accomplish the overprinting through the acquisition of suitable flat- 
bed cylinder presses 

This project is being introduced as an interim measure to realize immediate 
savings until such time as developmental work can be completed on new types of 
printing equipment Preliminary studies have not shown as yet what the poter 
tial savings from this program will be, however, it may be well over a million 
dollars. 

e) Collating machines for postage stamp books Che investigation of m« 
equipment to collate sheets of stamps, waxed paper, and cardboard in the pro 
essing of postage stamp books started in March 1951, and has been continued 
throughout fiscal year 1952. The Bureau was able to secure the cooperation o 
private industry in developing a machine for this purpose. Trial runs n 
the plants of collating machine manufacturers have been reported su 
However, it cannot be determined at this time when such a collator will be per 
fected and available Full scale adoption of this method of processing postage 
stamp books is expected to make possible the reduction of 20 of the 25 employee 
now engaged in assembling books with a resultant annual saving of $60,000 

(f) Automatic wrapping machine for postage stamp sheet work.—An automatic 
device is to be ordered for packaging postage stamps in sheet form which, if 
successful, is expected to save approximately $50,000 on an annual basis his 
saving would come about through the elimination of a number of hand operations 
with consequent reductions of personnel. It is planned to assemble this machine 
with four-headed stitcher and guillotine cutting machine so that the sheets of 
stamps can be processed without being touched by the operator 
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A. Statement of sources and application of f inds for the fiscal years ending June 380. 


1952, 1958, and 1954 


1952 actual 














I ratior 
gra 1 I £ 
rv f $ 

xchinery and equipment $819, 651 
c et 27, 814 
Office machin 9, 874 
Furr ire x t 40, 703 
Buildin purter € 63, 339 
Fixed assets under construction 184, 416 

I il funds applied to acquisition of assets, en 
gra printing 1, 145, 797 

I X pense 

Pu 5, 782, 297 
Direct 18, 867, 903 
Manuf expenses 6, 970, 399 
rotal expenses, engraving and printing 31, 620, 599 
lotal funds applied to engraving and printing 32, 766, 396 

Operation ar 1intenance of incinerator and space util 
ized | ther agencies: Expense 293, 091 
Card checks: Purchase 689, 384 
Other direct ct es for miscellaneous services: Expenses 84, 179 
Increase in selected working capital items 49, 894 


Total funds applie 


To financing 


i to progra 


n operations 


2, 944 
Increase in Tre isury cash 2 


=29 





Total funds applied 37, 622, 676 


FUNDS PROVIDED 
By operations 


Realization of asset 


i) 
tS 





Engraving and printing n sales | 33,303, 501 





Operation and ance of incinerator and space 

utilized bv other Income from service 293, 091 
Card check Income from sales. _. 689, 384 
Other direct charges for miscellaneous services: Income 

from services 84.179 

Total funds provided by income 34, 370, 155 
Decrease in selected workir r capital item 

rotal funds provided by program operations 34, 372, 676 


Appropriation from Treasury | 3, 250, 000 


Decrease in Treasury ca 
Total funds provided | 37,622, 676 
I 7, 622, 


EFFECT ON BUDGETARY EXPENDITI 


Funds applied to progran 


operation $33, 882, 944 
Net effect of working fund 5, 525 


viministered by other agencies », 525 


Funds applied to operations 
Funds provided by progr 


vijusted 


4m operations 


, 419 





| 676 


Net effect on budgetary expenditures 
The above amounts are charged (or credited (—)) as follows 
To budgetary authorizations, 1952 


lo net receipts of enterprise... - ‘ - 





1953 estimate 


$1, 103, 100 
6, 200 
12, 500 
23, 600 
4, 600 


1, 150, 000 


999 
, 2386 
7, 660, 823 








36, 166, 108 
37, 316, 108 


297, 800 
647, 215 


229, 481 


38, 490, 604 


38, 490, 604 





38, 415, 126 


75, 478 


38, 490, 604 
RES 


$38, 490, 604 


38, 490, 604 | 


38, 415, 126 


5 


75, 478 


75, 478 


1954 estimate 


, 000 
, 200 
12, 800 
24, 000 
5, 006 





1, 200, 000 


6, 606, 916 
20, 512, 406 
7 5, 369 





34, 494, 691 
35, 694, 691 


306, 800 
697, 678 


36, 699, 169 
5, 000 


36, 704, 169 


35, 694, 691 


306, 800 
697, 678 


36, 699, 169 
5, 000 


36, 704, 169 


36, 704, 169 


$36, 699, 169 





36, 699, 169 
36, 704, 169 


—5, 000 


-5, 000 


RB. Statement of income and erpenses for the fiscal years ending June 30, 1952, 1953, 








and 1954 
1952 actual IF8 net it M4 est ‘ 
Engraving and printing 
Income from salt $33, 303, 5 $37, 470, 1 3 4, A01 
Exper 
Cost of goods sold 
= Purchases of direct material 7R2. 99 6, 987, 9990 6. 606. 9 
, Increase in inventory 82, 62¢ 
y . 
Cost of direct materials used (99. 6. O87. 909 & hy 
Direct labor 18. 867, 9 21. 567, 28 4 
Manufacturing expense excludir 1 6.9 y 660. & 
Depreciatior 0. 00 
. 
I al r 4 s 6, 108 ) 
Increase or decrs 
(100 } ct ‘ 
Fin oO 
) 
Cost of good i { ( s 4 
1 ‘ ‘ } 
print M 4, 
1 
yperatior nainte ince of erator 
} } ther cies 
’ Income from ser re ) 9 297, 800 & 
Operating cost Q3 (Yl 2” mii i Sy 
Net income from operation and maintenance of nera 
tor and space utilized by other agenc 
ard check 
r Income from sale 629. 384 647 } 8 
Cost of goods sold (purchase GRO. 384 647, 2 69 g 
} 
Net income from card checks 
} 
Other direct charges for miscellaneous service 
Income from service 84.179 | 
Cost of services g4 179 } 
Net income from miscellaneous service 
Deficit at beginning of year 154. 003 
Deficit at end of year 154, 003 


C. Statement of financial condition at the inception of the Bureau of Engraving 
and Printing fund, July 1, 1951, and as of June 30, 1952, 1953, and 1954 











51 1942 ) 1954 
actual actual é at ‘ 
ASSETS 
Current asset 

Cash with U. 8. Treasury $3, 739, 732 | $3, 664, 254 $3, 669, 254 
i rece ab! $1, 812, 892 R56. 536 06, OOK Ot ” 
| s 2,370,402 | 2,453,028 | 2, 453, 028 2, 453, 028 
j Goods in proce , OF Mt 2. 726, 44 2 726, 440 2. 726. 440 
: Finished good 1, 009, 194 7 742 74 7 42 
i Prepaid expenses and deferred charges 46, 6 142, 267 142. 267 142, 267 
i 
Total current assets 8, 506,627 | 13,653,745 | 13, 517, 731 3, 52 l 

Fixed assets 

Plant machinery and equipment 12, 260, 22¢ ] ie 2/114 1,4 

Motor vehicles 29 418 57. 032 6 4 

Office machine M), 941 1K 1 ) I S19 

Furniture and fixture 287, 9 7,9 

Dies, rolls, and plat 5 O55. OF 5 O55. 961 955, 961 155. OF 

Building appurtenances 59, 494 64. 004 69. 094 

Fixed assets under construction 68, 133 252, 549 2 549 2, 549 

Total 16, 692,649 | 17,821, 86 8, 971, 860 2 1, 860 
Less: Portion charged off as depreciatior 1, 090, 948 ), 240, 948 44(), 948 
l'otal fixed assets 16, 692,649 | 16,730,912 | 16, 730,912 16, 730, 912 


Total assets 25. 199. 27% 0). 384. B57 1). 248. 643 2 64 
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C. Statement of financial condition at the inception of the Bureau of Engraving 
and Printing fund, July 1, 1951, and as of June 30, 1952, 1958, and 1954— 
Continued 


1951 1952 1953 1954 








actual actual estimate | estimate 
ABI ES 
Current | 
A ccoul le $51, 355 $587, 421 $590, 000 $590, 000 
Accruc es 3, 301, 862 3, 961, 818 3, 645, 000 3, 650, 000 
Trust an sit liabilities 899, S83 925, 000 | 925, 000 
Other liabilities 7, 416 R95 
lotal liabilities 3, 360, 633 5, 450, 017 5, 160, 000 5, 165, 000 
NVESTMENT OF 8, COVERNMENT 
Principal of fund | 
Appropriation from 1 S. Treasury 3, 250, 000 3, 250, 000 3, 250, 000 
Donated assets, net 21, 838, 643 | 21, 838,643 | 21, 838, 643 21, 838, 643 
Total principal 21, 838, 643 | 25, O88, 643 | 25, ORS, 643 25, O88, 643 
Operating surplu 
Operating defi 154, 003 
lotal investment of the U. 8. Government 21, 838, 643 | 24,934, 640 | 25, O88, 643 25, O88, 643 
rota] liabilities and investment of U. S. Govern- 
ment 25, 199, 27¢ 30, 384, 657 | 30, 248, 643 30, 253, 643 


ScHEDULE A-1l. Accrued expenditures by objects 


Object classification 1952 actual | 1953 estimate | 1954 estimate 
Total number of permanent positior 7, 144 6, 416 6, 373 
Average number of all employees 6, 131 6, 099 6, O58 





Average salaries ar 
General schedule grade 


A verage salary $3, 907 $3, 977 $4, 030 
} 





Average grade GS+4..6 GS-+-4.8 GS-4.8 
Crafts, protective, and custodial grades 
Average salary $2, 803 $2, 828 $2, 866 
Average grade CPC-2.6 CPC-2.6 CPC-2.6 
ngraded positior Average salary $3, 712 $3, 793 $3, 788 


01 Personal service 








Permanent positior $22, 297, 701 $22, 852, 508 $22, 719, 32. 
Regular | excess of 52-week base », OY: 88, 144 87, 
Pay nt ba rate 1, 4, 146, 078 3, 248, 
EX s of annual leave taken over leave earned — 168, 199 
lotal personal services | 27, 086, 730 26, O55, i 
02 Travel 4,000 4, 000 
Transportat f 75, 000 75, 000 | 
04 Communication ser 21, 200 20, 000 
05 Rent d utility service 190, 000 175, 000 


3, 000 
800 
566, 879 
9, 198, 514 
650, 000 





06 Printir and reproductior 
07 Other contractual services 

Services performed by other agencies 
08 Supplies and materials 
09 Equipment 
13 Refunds, awards, and 
15 Taxes and assessments 





indemnities 





12, 000 12, 000 


Total accrued expenditures | 33, 833, 050 38, 261, 123 36, 699, 169 
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B-1. Schedule of manufacturing costs, for the fiscal years ending June 30, 1952, 19538 


and 1954 
1952 actual 


Direct labor $18, 867, 903 


Direct materials used 


699, 671 


Manufacturing expenses 


Salaries and indirect labor ' 5 
rravel 
'T 


Telephone and telegraph 
lectric current purchased 
Health service 
Guard service 
Other services performed by governmental agencie 
Other contractual services, nongovernmental 


General supplies 1, 071 
Office supplies and printing 29 
Freight express and parcel post 74 


Fuel, motor vehicles 

Minor plant machinery and equipment 

Minor furniture and fixtures 

Repair parts and supplies 
Buildings 71 
Building appurtenances 45 
Plant machinery and equipment 151 
Motor vehicle 
Furniture and fixtures 

Amortization 





Experimental equipment 609 

Alterations and maintenance 4, 902 
Depreciatior 

Building appurtenances 5 254 


Plant machinery and equipment 
Motor vehicles 
machines 

Furniture and fixtures 
Adjustment, stores 
Miscellaneou 





Total 9, 037, 196 
Le Cost credit 47, 786 
otal manufacturing expenses 8, 989, 410 
Potal 83, 556, O84 


Less: nonproduction costs 
Cost of operation and maintenance of incinerator and space 
utilized by other agencie 
Other direct charges to agencies for miseellaneous services 
Excess cost of inks manufactured over quantities used 
Cost of manufacturing repair parts for Buraeu use 
Equipment costs capitalized 


otal nonproduction costs 113, 998 


Total manufacturing costs 32, 642, O86 
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ScHEDULE C-1 Working capita changes, for the fiscal years ending June 30, 
1952, 1958, and 1954 















Balane nereas ‘rease ore’ Jalance 
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gt 1952 a 1953 - , 1954 1954 
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Mr. Canrre_p. We have before us as witnesses Messrs. A. W. Hall, 
H. J. Holtzclaw, C. E. Deery, and A. J. Wilson, of the Bureau of 
Engraving and Printing. 









GENERAL STATEMENT 


Mr. Hall, do you have a statement to present to the committee at 
this time? 

Mr. Hau. Yes, sir 

Mr. CanFrevp. Please proceed. 

Mr. Hauyi. Mr. Chairman, the Bureau of Engraving and Printing 
is a Manufacturing establishment which designs, engraves, and prints 
currency, securities, postage and revenue stamps, checks, military 
commissions and certificates and other classes of engraved work for 
the various Government agencies, the Board of Governors of the 
Federal Reserve System, and insular possessions of the United States. 

The anticipated work program for the fiscal year 1954 indicates 
that the high level of production of the past few years must be main- 
tained in order to meet the requirements of the agencies served, with 
the printing of United States currency and Federal Reserve notes 
accounting for approximately 65 percent of the total operating costs. 

Currency requirements for the fiscal year 1954 will amount to 
approximately 2,420 million notes as compared with 2,356 million 
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notes in 1952 and 2,614 million notes in 1953. The budget estimates 
reflect an increase in postage and revenue stamp requirements from 
approximately 45 billion sts imps in 1952 to an estimated 50 billion 
stamps in both fiscal years 1953 and 1954. These increases in require- 
ments over the fiscal year 1952 will result in the Bureau having a work 
program for the fise al year 1954 at an estimated cost of $37 million 
as compared with $34,500,000 for 1952, and $28,400,000 for 1953 

Since July 1, 1951, the Bureau has been operating in accordance with 
the provisions of Public Law 656 of August 4, 1950, which established a 
working capital fund method of financing, placed a! = rations on a 
completely reimbursable basis and provided for business-type account 
ing and budgetary procedures to be employed. 

Many problems were encountered during the first year oe Bureau 
operated under the revised method of financing because of the grez 
difference in the principles and concepts that existed between the 
accrual and the appropriation method of accounting which had been 
in effect for many years. Asa result, it was necessary during the first 
vear of operations to make a number of revisions in the accounting 
procedures to be employed under the revised system in order to insure 
the development of accurate unit-cost rates for each item manufac- 
tured as well as developing accurate data for financial statements. 

During this first year of operations under the revolving-fund method 
of financing the Bureau sustained a loss of $154,000. This loss, which 
is less than one-half of 1 percent when compared to the total program of 
$34,500,000 was due primarily to billing for products delivered at pre- 
determined rates prior to the development of the actual costs. How- 
ever, appropriate adjustments have been made in the billing rates to 
restore this impairment to the fund during the course of the current 
fiscal year as provided for under Public Law 656 which recognized that 
there would be variations between the prices charged for work or 
services and the amount determined to be the actual cost of per- 
forming such work or services. 

In subscribing fully to a policy of obtaining wherever possible 
maximum efficiency in the overall operation of the Bureau, one of 
our prime objectives has always been the de velopment of programs 
to bring about simplification and improvements in the operational 
procedures of the Bureau which will result in savings to the agencies 
served and to the Government as a whole 

As indicated in the justification of the 1954 budget estimates before 
vour committee, the Bureau has engaged in one of the most ambitious 
technological-improvement programs ever undertaken in its history, 
which upon the successful attainment of the objectives of the program, 
will effect substantial recurring annual savings in both manpower 
and the cost of production. As yee therein the expansion of 
the use of the automatic takeoff and delivery devices to presses used 
for printing currency faces was contingent upon the development of 
a nonoffset black intaglio ink similar in quality to the nonoffset green 
ink introduced in the fiscal year 1952 for the printing of currency 
backs which effected substantial savings in the cost of producing 
currency during that year. One the tremendous savings 
which could accrue if such an ink were to be employed in the face 
printing operation research efforts were directed | to the development 
of a formula for a nonoffset black ink. These investigations resulted 
in the development of a formula which was used in preparing the 
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nonoffset black ink currently being employed in large-scale evaluation 
tests, under actual operating conditions, on presses engaged in the 
production of currency faces. 

Engineering studies initiated in the Bureau have also resulted in 
the de velopment of an automatic feeder to be installed on intaglio 
printing presses for the purpose of feeding wet sheets of paper to ‘the 
press. This type of feeder, which is not commercially available, had to 
be of a special design to meet the needs of the Bureau. 

The influence of the use of the nonoffset green ink previousy 
referred to will be felt in obtaining maximum utilization of these 
feeders. The development of this ink eliminated 1 of the 2 wetting 
operations previously required preparatory to printing the currency 
faces. The elimination of a wetting operation reduced distortion in 
the paper to the extent that accurate registration can be attained 
in the feeding of the back impressions to the presses for the printing 
of the face impressions. As a result, manual feeding will no longer 
be necessary and the automatic feeders will be employed on all 
presses used in the production of currency. 

The advantages of printing currency in an increased number of 
subjects per sheet has been recognized for many years. However, it 
was not until the successful adaptation of certain technological 
developments; such as, the installation of automatic polishers on the 
printing presses in the fiscal vear 1949 and the subsequent development 
of the nonoffset green ink with its associated advantages in improved 
dimensional stability of the paper, that serious consideration could be 
given to initiating the study of the feasibility of printing an increased 
number “ subjects per sheet. 

After 1 year of careful observation of the successful performance of 
the saat green ink, it was decided in April 1952 to concentrate 
our research and development efforts on this project which will affect 
every operation associated with the printing of currency in much the 
same way as the change to the 12-subject sheets effected operations 
in 1929. Now that the basic development work has been completed 
the conversion program is under way in the operating divisions to 
prepare the larger size plates and to make the necessary modifications 
to the printing presses, wetting and sizing machines, and other 
associated equipment required to process the 18-subject sheets. 

Another major accomplishment of the Bureau has been the develop- 
ment a of a new design rotary press recently employed in the production 
of the 3-cent International Red Cross commemorative postage stamp. 
This project, which is the culmination of a period of more than 10 
years research, has furnished engineering data which is anticipated 
to be adequate to specify equipment that will provide for high-speed 
productive output of bicolor postage stamps while still retaining the 
security features provided through means of intaglio printing process, 
although 1 color will be typographically printed. Development 
work on this press is being continued in the interest of achieving 
maximum operational efficiency and economy before invitations for 
bids are issued for the construction of production units of this type 
equipment, Even at this stage of development however, it is interest- 
ing to note that the cost of producing this initial bicolor stamp by 
the rotary process was $0.288 per thousand stamps as compared with 
the current cost of $0.2588 for single-color stamps of the same size 
being printed on the rotary presses currently in use and $1.84 per 
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thousand stamps for those few types of bicolored stamps which are 
printed at the present time on flatbed printing presses 

It is aiiticipate d that through the attainment of the objectives of the 
foregoing projects as well as development work being conducted ji 
connection with investigating improved methods for trimming sheets 
of currency, collating sheets of stamps, waxed paper, and cardboard 
covers in the processing of postage-stamp books, and employing an 
automatic device for packaging postage stamps in sheet form, ad- 

vances will be realized which will allow a substantial reduction in em 
ployment. <A recurring annual savings of over $4 million will be 
effected when the program is completed in January 1954 

In order to complete the modernization program it will be necessary 
during the course of the fiscal years 1953 and 1954, to purchase new or 
make modifications in existing equipment which will require an ex- 
penditure of $3,600,000. In addition, provisions have been made to 
Ae nd $1,400,000 for normal equipment requirements and necessary 
building alterations, and repairs. This will result, therefore, in a total 
expenditure of $5 million for fixed assets during the fiscal years 1953 
and 1954. 

The $3,500,000 which will be available from funds recovered through 
depreciation and the writing off of equipment which will no longer be 
employed in production, will be insufficient by $1,500,000 to finance 
the modernization program and normal equipment and building re- 
quirements. However, it we: been determined that by billing a few 
of our larger customers more frequently than once or twice a month 
as is the present practice and expediting the collection of all bills 
$1,500,000 of our working capital can be diverted to prosecute this 
program without affecting our ability to meet our obligations as they 
become due. 

I would like to point out at this time that since the fiscal year 1949 
which was immediately prior to inaugurating the first in a series of 
recent technological improvements made with respect to the produc 
tion of currency, the unit-cost rate has been reduced from $10.80 per 
thousand notes in that year to an average cost of $9.96 per thousand 
notes for the fiscal year 1952. A greater reduction than $0.84 per 
thousand notes would have been reflected had it not been for the 
fact that the 1952 rate includes not only charges for public health 
services and depreciation which were not a part of cost in 1949 but 
also includes increases in both material prices and wages granted 
Sureau employees of over 15 percent during the period in question 
However, it is indicative of the accomplishments which have been 
attained through technological improvements and it is anticipated 
that upon the successful completion of the present improvement 
program further substantial reductions can be made in the unit-cost 
rates for producing currency 

One of the problems confronting the Bureau at this time is the 
replacement of certain of its utility facilities located in the main 


building of the Bureau which was built in 1913. These facilities 
which include the water, steam and electrical lines, elevators, etcetera, 
are approximately 40 years old which represents more than the 


normal life expectancy for this type of equipment 

The hazardous condition of the hydraulic passenger elevators was 
recognized many years ago and in fiscal year 1942 funds were appro 
priated by the Congress to cover the cost of replacing them. In a 











334 


report made by the General Services Administration, it was stated 
that the four old hydraulic freight elevators currently in use are 
obsolete and that it would be impractical to try to bring them to the 
safety standards set by the current American Standard Safety Code. 
It was recommended that the only real solution to the inherent 
hazard in this type of equipment was its replacement by more modern 
elevators. 

In view of the increased cost of maintenance work in connection 
with the Bureau’s utility facilities, a thorough investigation of such 
equipment was conducted by our own technical staff and representa- 
tives of the General Services Administration to ascertain what would 
be needed to put these utilities in first-class operating condition in 
order to meet our increased production requirements. The results of 
this investigation disclosed that a greater part of the utility equip- 
ment is in urgent need of replacement. It was found that a number 
of potential hazards exist, for example, the present water pipes are 
corroded and susceptible to breaks, which could be disastrous in the 
event of a serious fire. Also, a break in the water lines could and 
does stop certain operations of the Bureau until they are repaired. 
At the present time the water supply for fire-fighting equipment Is 
obtained from Bureau water lines used in production. The survey 
also indicated the serious condition of the steam lines, where frequent 
fractures have occurred in recent vears, and the refrigeration equip- 
ment where a serious panic could be caused by an ammonia leak or 
explosion in the existing equipment. 

At the inception of the Bureau of Engraving and Printing fund no 
provision was made for the capitalization of the building appurte- 
nances, with the exception of certain items peculiar to the operations 
of the Bureau, and as a result, the amount of working capital is not 
sufficient to finance both the modernization program currently being 
undertaken as well as meet an estimated expenditure of $1,500,000 
to cover the cost of correcting these conditions. 

However, since the report of the House Subcommittee on Appro- 
priations accompanying the Treasury-Post Office appropriation bill 
for 1953 expressed a desire for the Bureau to intensify its efforts to 
the fullest extent in converting equipment to a more mechanical 
operation and in order to realize the substantial annual savings of 
over $4,000,000 which will result from the ‘modernization program 
currently being prosecuted, it was decided to carry such a program 
to its completion as soon as possible rather than hold a portion of it 
in abeyance and expend the funds for replacement of building appur- 
tenances. Of necessity, some of the more urgent electrical replace- 
ment work was completed during the past year as a result of a fire 
in one of the production divisions caused by deteriorated electrical 
lines. It is possible that the replacement of building appurtenances 
could be financed out of Bureau funds over a period of years provided 
there was no general breakdown which would require an immediate 
expenditure of funds. On the other hand, circumstances may make 
it necessary to consider the question of submitting a supplemental 
estimate of approximately $1,500,000 to cover the cost of eliminating 
the hazardous conditions that exist with respect to the building ap- 
purtenances in order to insure the uninterrupted continuation of 
operations. 


AMOUNT OF WORKING CAPITAL FUND 


Mr. Canrretp. Mr. Hall, I plan to ask you comparatively few 
questions this morning. The reason is this. We have as a member 


lvania, 


of our committee the distinguished gentleman from Penns\ 
Mr. James, who is himself an authority on the subject of engraving 
and printing and I propose to defer to him. H: extremely well 
versed in the graphic arts 

I do want to ask vou a few questions, however, and the first one is 
this: Your working-capital fund is $3,250,000? 

Mr. Hauu. Yes, sir. 

Mr. CANFIELD. And reimbursements 
all of the direct and indirect costs of the Bureau incidental to pel 
forming the work or services requisitioned? 
Mr. Hatu. Yes, sir 
Mr. CANFIELD. Including depreciation? 
Mr. Hauu. Yes, sit 


for your operations include 


DEVELOPMENT OF UNIT COST FIGURES 


Mr. CANFIELD. You tell us that the unit cost of production of each 
tem manufactured is developed through a detailed system of cost 
accounting and is adjusted to reflect all known factors which will 


affect the cost of production during the budget vear, such as changes 
In pay rates, savings resulting [rom improvements in production 
procedures, technique - and 0 forth In other words when vou 
cle velop thes avings referred to in vour presentation today, they, in 


turn, will be reflected in lower unit cost 

Mr H LI The Vy are passed on to the agencies 

Mr. CANFIELD Chey are passed on to the agencies requisitloning 
services from vou? 


Mr. Hau. Yes, sir. 
NUMBER OF BMPLOYEERS 


Mr. Canrietp. Mr. Hall, how many employees are there now work 
ing under vour jurisdiction in the Bureau of Engraving and Printing? 
Mr. Hauu. On March 16 there were 6,121 


AVERAGE NUMBER OF EMPLOYEES FOR A 10-YEAR PERIOD 


Mr. Canrie_p. Do you have a table showing the number of em 
ployees for the last 10 years? 
Mr. Hau. Yes, sir. 1 can put that in the record, if vou wish 
Mr. CAnFIELD. Will you be good enough to insert it in the recor 


Mr. Hatt. Yes, sir. 
(The table referred to is as follows 
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Average number of employees on rolls of the Bureau of Engraving and Printin 
during the following fiscal years 
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WORK FOR FOREIGN GOVERNMENTS 


Mr. Canriretp. Do you currently do any work for foreign govern- 
ments? 

Mr. H ALL. No, sir. 

Mr. CANFIELD. None whatever? 

Mr. Hatt. None whatever; you used the word “currently,’’ Mi 
Chairman? 

Mr. Canrie.p. That is right. 

Mr. Hauu. No, sir. In the past, we did. 


WORK PROGRAM FOR FISCAL YEAR 1954 


Mr. Canrrevp. I understand that. I believe you tell us that your 
work program for the fiscal year 1954 is estimated at a cost of $37 
million as compared with $38,400,000 for 1953? 

Mr. Hauu. That is correct. 

Mr. Canrretp. Mr. James, will you be good enough to take up the 
examination from this point? 

Discussion off the record.) 


TECHNICAL IMPROVEMENTS 


Mr. James. My interest is primarily in the technological improve- 
ments that are discussed in your statement and I am going to run 
down through your statement in order to establish a basis for this 
interrogation 

['YPES OF PRINTING PROCESSES 


In the first place, from your statement I note that 65 percent of 
your total operating costs are in printing currency and other items 
which are printed intaglio; that is correct, is it not? 

Mr. Hatt. Yes, sir. 

Mr. James. What is the next largest item‘ 

Mr. Hau. The next largest process? 

Mr. James. Yes 

Mr. Hau. Cigarette, revenue stamps, and postage stamps are the 
three large items 


Ir 


4d 
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Mr. James. Those are offset printed productions; are they not? 

Mr. Hau. The postage stamps are not. They are intaglio 
Cigarette and tobacco stamps are printed by the lithographic process 

Mr. James. Do you know offhand what percentage of your total 
demand is represented by those three items? 

Mr. Derry. Postage stamps, 10 percent and revenue stamps about 
§ percent. 

Mr. JaAmMeEs. I wanted to get a rough idea, because the next question 
[ want to ask is whether you know what percentage of your total 
production is on flatbed or letterpress printing. 

Mr. Hauu. A very small percentage 

Mr. James. It would be a small part of the difference between 65 
and 100 percent, so it is a small percentage 

Mr. Hati. We do not have any estimate of the amount of work on 
flatbed letterpress. 

Mr. JAMrEs. Can we get it within some reasonable degree of 
accuracy? 

Mr. Hauu. You see, some of these jobs have both intaglio and 
letterpress work; savings bonds, for example, have both of them 


Currency has letterpress work for certain operations. So it makes it 
a little difficult to work that out on a percentage basis. 
Mr. James. Let us pass that for the moment. If 65 percent of your 


entire production is intaglio printing, that would be largely currency 
and bonds? 

Mr. Hatt. Sixty-five percent 1s the currency, not the bonds. That 
is the currency alone. 

Mr. James. The currency alone? 

Mr. Hat. Yes, sir. 

Mr. James. Of course, your currency require ments show a steady 
increase and that will probably continue? 

Mr. Hau. I did not quite get that, Mr. James 

Mr. James. The requirements for currency printing show a steady 
increase year after year? 

Mr. Hatt. Yes, sir; in the last 10 years the demands have doubled. 


DEVELOPMENT OF NONOFFSET INKS 


Mr. James. We talked about the automatic takeoff device and we 
talked about the development of nonoffset inks during our last hear- 
ings. It is gratifying to see that you have made what appears to bé 
a very considerable ste p forward in the meantime in developing for 
practical use the mechanical devices that we have talked about 
Have you developed nonoffset inks for all purposes in printing 
currency? 

Mr. Hauu. For ‘faces’? and “backs.’’ Face printing is under 
operating tests on a large scale at the present time. 

Mr. James. They are under operating tests 

Mr. Hau. We are actually producing with nonoffset black ink. 

Mr. James. Producing acceptable material? 

Mr. Hatt. Yes, sir. 


WETTING OF PAPER 


Mr. James. Now, I understand you have developed a system where- 
by only 1 wetting of paper is made as against 2 wettings previousl) 
Is that right? 
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Mr. Hay. That is right. 

Mr. James. And, as you point out here, that has resulted in im- 
proved dimensional stability which, as I understand it, will now permit 
trimming the currency in lifts rather than by sheets? 

Mr. Hau. Not the trimming, but we are able to separate the notes 
by guillotine cutting. 

Mr. James. And that is very definitely established as a practical 
procedure? 


Mr Haut. It is operating right now. 
Mr. Jamss. Is it operating on your whole workload? 
Mr. Hauu. We are gradually shifting over to an 18-subject program. 


PRINTING OF 18-SUBJECT SHEETS 


Mr. James. That brings up a matter I believe we discussed at some 
length last time we met. Since then you mere reached the point where 
you can print [8-subject sheets instead of 12-subject sheets? 

Mr. Hani. We are printing 18-subject sheets and making deliveries 
to the Treasurer of the United States. 

Mr. James. Tell me this. Did that require only the alteration of 
existing presses or have you had to reconstruct or build new presses for 
that adc peo ul size sheet? 

Mr. Haui. The intaglio printing presses did not have to be modified. 
We had to isch se new presses for the numbering and sealing. Our 
present equipment would not accommodate an 18-subject sheet. So 
we are changing our method of numbering to two-color flatbed evlinder 
presses. So the 18-subject as it is being gradually introduced goes 
from the old 12-subject numbering and sealing presses to the modern 
2-color flatbed cylinder presses, and guillotining in the separation 
of the notes follows that operation. 


INSTALLATION OF AUTOMATIC POLISHERS 


Mr. James. I notice that you re ‘ferred to the technological de ‘velop- 
ments, such as the installation of automatic polishers. I presume that 
corresponds to what we call a ‘‘doctor’’? 

Mr. Hau. In a sense it is similar in operation but gecomplished by 
different means 

Mr. James. I am interested to know what the difference is. 

Mr. Hatit. Automatic polishing is achieved by the use of dye- 
wiping paper while the “doctor’’ method is achieved by a metal blade. 

Mr. James. Then it is a device that automatically wipes the plate? 

Mr. Hauu. That is right. 

Mr. James. With the use of a prepared paper? 

Mr. Hau. That is right. 


PERCENTAGE OF PRODUCTION ON THE 18-SUBJECT FORM 


Mr. James. How much of the workload thus far in currency 
printing has gone on the 18-subject form? About where are you in 
that development? 

Mr. Hau. I would say approximately 30 percent of our production 
is now on 18-subject on 86 presses. 

Mr. James. You have 86 presses in that operation? 
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Mr. Hau. Equipped at the present time. And we have a schedule 
here showing how it will progress for the balance of the year. 


NUMBER OF PLATE-PRINTING PRESSES 


Mr. James. How many presses are there in the Bureau—that is, 
plate printing presses, altogether? 

Mr. Haun. 305. 

Mr. James. And you have 86 presses equipped 

Mr. Hau. We are not going to equip all of them; 223 will be 
adequate. 


DEVELOPMENT OF A NEW DESIGN ROTARY PRESS 


Mr. James. Turning again to your statement, you say: 

Another major accomplishment of the Bureau has been the development of a 
new design rotary press recently employed in the production of the 3-cent Inter 
national Red Cross commemorative postage stamp 

That is a rotary press, but you say your stamps are intaglio? 

Mr. Hauui. That is a web press. 

Mr. James. Do you have any paper dimensional troubles there? 

Mr. Hauu. Yes, we have, because the web is wetted before the 
printing operation. 

Mr. James. How big is that web, what width? 

Mr. HotrzcLtaw. Twenty inches. 

Mr. James. That is a pretty good-sized web for running off little 
postage stamps, Is 1t not? 

Mr. Hauu. There are 400 stamps on a plate. 


BICOLOR POSTAGE STAMPS 


Mr. James. You say: 


This project, which is the culmination of a period of more than 10 years’ re- 
search, has furnished engineering data which is anticipated to be adequate to 
specify equipment that will provide for high speed productive output of bicolor 
postage stamps while still retaining the security features provided through means 
of intaglio printing process, * * * 

Will the demand be in favor of continuing to increase the number 
of special stamps, the kinds of stamps that are wanted in two colors? 

Mr. Hau. That is only a question that the Post Office Department 
could answer. 

Mr. James. Have you noticed more and more of a demand? 

Mr. Hau. I suppose if we were equipped to produce bicolor stamps 
there would be a greater demand for them, but we have not been 
equipped to do it in an economical way. ‘The cost has been exor- 
bitant ; consequently they were not ordered. 

Mr. James. You say in your statement 
although one color will be typographically printed. 


‘“'Tvypographically printed’’ does not mean letter-press printed, does 
it? 

Mr. Hau. It is done on the same press. The press will do two 
operations, intaglio and typographical printing. 

Mr. James. It is not actually typographical, is it? 

Mr. Hauu. Yes; it is typographical. 
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Mr. James. And used only for postage stamps? 

Mr. Hau.. For the recent Red Cross stamp. 

Mr. James. Oh, you are referring here to a specific stamp. 

Mr. Hau. That is right, 

Mr. James. I see. 

Mr. Hauu. I think Mr. Holtzclaw has an exhibit of that, if you 
would like to see it. [Exhibit displaved.] 


REDUCTION IN PERSONNEL 


Mr. James. Now, with the improvement in equipment and meth- 
ods, you apparently look forward to a substantial reduction in the 
number of personnel to operate in the plant? 

Mr. Hatu. Oh, yes. 

Mr. James. You say in your statement that: 

a@ recurring annual savings of over $4 million will be effected when the program 
is completed in January 1954. 

Does that apply to direct wages, or is that a figure that includes, 
in addition to direct wages, other savings? 

Mr. Hauu. I do not understand your question. 

Mr. James. Let me put it this way. This $4-million saving would 
be in direct wages paid to a considerably less number of employees, 
will it not? 

Mr. Hauu. Yes; because of fewer employees being required. 

Mr. James. So the fewer employees required results in a saving of 
$4 million? 

Mr. Hatu. That is right. 

Mr. James. There will be other savings, collateral savings, | 
suppose? 

Mr. Hauu. Yes; that is right. 

Mr. James. And there is no way of estimating those things without 
experience; that goes without saying. Now we come to the meat of 
this program, which is money. 


COMPLETION OF MODERNIZATION PROGRAM 


You say that 


In order to complete the modernization program it will be necessary, during the 
course of the fiscal years 1953 and 1954, to purchase new or make modifications 
in existing equipment which will require an expenditure of $3,600,000. 

I think it is implied here that that much money or nearly that much 
has been accrued in your depreciation account; is that true? 

Mr. Hauu. That is the total estimated program. In 2 years it 
amounts to $2,450,000. We have an obsolescence figure to be added 
covering equipment which will become obsolete as a result of the 
change to 18-subject printing. 

Mr. James. The total expenditures would appear to be $5 million. 
I wonder if one of your associates here could run through that partic- 
ular paragraph and the following paragraph of your statement and 
explain it in detail. 

Mr. Hauu. Which one is that? 

Mr. James. Starting on page 6, the latter half, where you say: 

In order to complete the modernization program it will be necessary, during the 


course of the fiseal years 1953 and 1954, to purchase new or make modifications in 
existing equipment which will require an expenditure of $3,600,000. In addition, 
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provisions have been made to expend $1,400,000 for normal equipment require- 
ents and necessary building alterations, and repairs. This will result, therefore 

a total expenditure of $5 million for fixed assets during the fiscal year 1953 and 
1954. 

The $3,500,000 which will be available from funds recovered through deprecia- 
tion and the writing off of equipment which will no longer be employed in produc- 

yn, will be insufficient by $1,500,000 to finance the modernization program and 

rrmal equipment and building requirements. 

You end up here somewhere with an indication that you will hav 
to take some of the funds necessary out of working capital or out of 
your capital account. You say: 
$1,500,000 of our working capital can be diverted to prosecute this program 
without affecting our ability to meet our obligations as they become due 

[ want to tie that in with certain conditions which you say exist in 
the plant itself, which have to do with some bad steam lines and 
insafe elevators, and so forth. 

What I want to know is this. Will any part of the money that you 
are talking about here be expended on matters of structural import 
ance in the building itself? 

Mr. Hauu. Not unless we have an emergency. 

Mr. JaMes. You say an emergency. Something like that might 
blow up the whole place. And if you have a break, as you say, in 
your refrigeration line, you might have an explosion. 

Mr. Hau. We would have to repair that. 

Mr. James. Is not a building improvement program pretty nearly 
as important, as any other part of your production improvement 
program? 

Mr. Hau. Yes; it is very important 

Mr. JAMes. I am not sure that I understand just how you are 
going to take care of the building repairs. 

Mr. Hau. We indicated that we may request funds to do the job 

Mr. James. That is just what I wanted to get at. 

Mr. Hau. That is in the last paragraph, vou will notice. We may 
request funds. 

Mr. James. You are not requesting them here today? 

Mr. Hau. No, sir. 


RESPONSIBILITY FOR BUILDING REPAIRS 


Mr. James. Is the responsibility for keeping that building in repair 
that of the Bureau? 

Mr. Hau. Yes, sir 

Mr. James I understand there are other agencies of the Government 
oe here that get their space maintained without being charged 
for i 

Mr. Hau. I guess the General Services Administration takes care 
of the repairs for them. 

Mr. James. They do not have charge of your building? 

Mr. Hatt. No, sir. We have always been exempt from that plan. 
We have been taking care of it ourselves, I suppose for security reasons 

Mr. James. Then the housekeeping expenses of the Bureau are a 
charge against the cost of your operations? 

Mr. Hau. That is right. 

Mr. James. Just to refresh my memory: The materials account 
here includes paper? 

Mr. Hau. Yes, sir. 
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COMPARISON OF PAPER COSTS 


Mr. James. How does the cost of savings bond paper compare with 
the cost of your currency paper? 

Mr. Haru. Bond paper is 54 cents and currency paper 62 cents. 
There is an 8-cent difference. 

Mr. James. The bond paper costs less than the currency paper? 

Mr. Hau. That is correct. 

Mr. James. By how much? 

Mr. Hau. 8 cents. 

Mr. James. Has any thought been given to making a change in the 
paper used in the bonds at any time? 

Mr. Hauu. No, sir. 

Mr. James. It runs into a lot of figures, does it not? 

Mr. Hauyi. About $270,000. 

Mr. James. But there has been no study made of the security 
features of the bond paper as compared with the security features of 
the currency paper? 

Mr. Hau. The bond is considered a security and should have 
security paper 

Mr. James. Industrial company bonds are also securities? 

Mr. Hau. Yes, sir. 

Mr. James. Do you know, generally speaking, whether they use a 
poorer or better quality paper in printing bonds of industrial com- 
panies? 

Mr. Hatt. I do not know. I think they still use a high grade of 
paper for the bonds. 

Mr. James. But if there were a difference it would not be an 
important difference? 

Mr. Hau. No, sir; I do not think so. 


DIFFICULTIES IN THE ACCOUNTING SYSTEM 


Mr. James. Have you encountered in the business-type accounting 
system any further difficulties? You had some difficulties when you 
first started which caused, I think you said, some little loss, because 
you had not developed exact unit costs. Do you feel that you have 
overcome those difficulties? 

Mr. Hauu. Yes; we are much improved over where we were a year 
orsoago. Weare gradually getting our accounting procedures leveled 
off to the point where our unit costs are nearly accurate. 


PRINTING ON ORDERS ONLY 


Mr. James. In finding these unit costs—and this is just for our 
information—when you make runs of currency or bonds, or anything 
else, are those runs made on specific orders? ‘That is to say, do you 
start a run on the basis that you are going to make a definite run 
of, say, 500,000 or 50,000? 

Mr. Haut. I did not quite get the beginning of that question. 

Mr. James. Commercial printers get orders from their customers 
for specified quantities. An order may be for a certain number of 
pieces or a certain number of books. Do you get your orders from 
your customers on the basis of specific quantities, or can you run for 
future needs while you have the plates on press, for future delivery? 





Mr. Hauy. No; we must print exactly what is on the order, as fat 
as currency and bonds are concerned. 
, Mr. James. Does that hold true of currency? 

Mr. Hauu. Yes. We receive requisitions from the Treasury and 
the Federal Reserve Board and we hew to the line of their requirements. 
Mr. James. Does that result in peaks and valleys in your produc 

tion schedule? 

Mr. Hauu. Not to any great extent on currency. 

Mr. James. There would be no advantage, then, in saving of time, 
or otherwise, in running continuously and laying up an inventory? 
Mr. Haui. There would be no advantage in that. 

Mr. James. You do not think that would result in a savings 
n operations? 

Mr. Hautut. No. We are operating at full capacity all the time 
‘e have no dull periods. 


\ 

rt FORECASTING OF WORK IN PROCESS 

e Mr. James. I have not had an opportunity to a at your financial 
report statements very carefully, but last year we had a very curious 

situation in that the figures for work in process were identical at the 

beginning and at the end of the period of operations. Has that 

a siteilain been corrected? 

\- Mr. Hat. That is a requirement under the accounting procedure 


We must forecast those figures and the only way we can do it is to 
rf insert the same figure. 
Mr. James. That does not give you a very accurate picture of the 
n true condition, does it? 
Mr. Hau. No, sir 
Mr. James. Do you conform to the same fiscal year as the Govern- 
ment? 
Mr. Hau. Yes, sir. 
Mr. James. The situation that I referred to is a matter that some- 


x body ought to find a way of correcting. I am only a Congressman, 

u but it seems to me that practice could result sometime in a very serious 

e discrepancy. 

e Mr. Hatt. Of course, it never works out as the figures are forecast 
The actual figures are always different. 

r Mr. James. It is a dangerous thing to forecast the value of an asset 

d like work in process. 

Of course, your records are current. At the end of a day you know 
what you have done. I suppose that you would be able at the end of 
any day to give anybody who required it a trial balance on your 

. business? 

: Mr. Haut. Oh, yes. 

5 Mr. James. You can do that at the end of any day? 

. Mr. Hatt. Yes. 

, Mr. James. Then, at the end of that day, you would have a factual 
figure of work in roe ess? 

Mr. Hau. Yes, si 

f WAGE INCREASES 
Mr. James. I read in the paper last night that over at the GPO they 
r had invited three categories of employees to accept a wage increase. 


The tail end of the article then said something to the effect that that 











344 


might be extended to the Bureau of Engraving and Printing. Are you 
facing any situation with respect to increased wages? 

Mr. Hatyi. We will follow the GPO rates under Treasury policy. 

Mr. James. They do not have many plate printers, do they? 

Mr. Haxv. We follow the American Banknote Co. on plate printers. 
We follow the GPO on comparative or comparable trades in the matter 
of rates 

Mr. James. You say that vou follow the American Banknote Co. 
I wonder if the American Banknote Co. does not actually follow you 

Mr. Hauu. No; we follow them 

Mr. James. You are the largest emplover of plate printers in this 
country, are you not? 

Mr. Hauu. Yes, sir 

Mr. James. Probably in the world? 

Mr. Hauu. Yes, sir 

Mr. James. Has any study been made as to what part of all the 
plate printers in the country you employ? 

Mr. Hai. No; we have not made such a study but I would say 
perhaps half 

Mr. James. I should think it would be more than half. Now, 
when your plant-improvement program is fully developed, which you 
say will be in 1953-54, it is going to result in the release of a number 
of plate printers, is it not? 

Mr. Haut. Yes, sir. 

Mr. James. The dilution of your force is not going to be confined 
just to assistants and helpers and people around the place, but to the 
top boys, who will then become less in number? 

Mr. Hauu. That is correct. 

Mr. James. After that, of course, the number of men available in 
the industry generally will have, as it always does, a bearing on future 
negotiations. Have you had any indications up to this time as to 
how much the increase in wages might be this time? 

Mr. Hay. The only way we can tell is what the GPO is doing with 
respect to trades that are comparable. I do not know what the Ameri- 
can Banknote Co. has ahead of it on the plate printers. 

Mr. James. You are not approached directly by the union on wage- 
scale matters? 

Mr. Hau. We are approached; that is, when they find that there 
are negotiations going on at the Government Printing Office or the 
American Banknote Co., they will petition us for a similar increase. 

Mr. James. Before the matter is settled by the American Bank- 
note Co.? 

Mr. Hau. Yes. That has happened. 

Mr. James. In other words, they hand you the same demands as 
they hand the American Banknote Co.? 

Mr. Hatu. No; I would not put it that way. They ask to be 
placed at the same level with the American Banknote Co. In other 
words, the Treasury wage policy directs the head of the Bureau to 
pay the prevailing rate in the American Banknote Co., for plate 
printers, engravers, and all trades that are similar to those in the 
Bureau. And with respect to other trades that are comparable to 
those in the GPO, to pay those rates. 

In other words, they do not have to petition for it. The moment 


an increase is given in the GPO, we automatically meet that rate. 
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Mr. James. I can understand the situation in the GPO, but this 
matter of having the Bureau follow an outside industrial concern 
seems to me to be a little out of line. Conditions differ in various 
parts of the country and within various operating organizations and 
so do a number of other things that are important to the establishment 
of a wage scale for any given enterprise. 

Mr. Vursevi. Would the gentleman permit a question at that 
point? 

Mr. James. Certainly. 

Mr. Vurse.ui. Do your people participate in the benefits under the 
civil-service retirement laws? 

Mr. Hatu. Yes They are all civil-service employees 

Mr. Vursetut. Do you know whether the American Banknote Co 
has a retirement system comparable to the civil-service retirement 
system? 

Mr. Hau. I think they have a retirement program but I do not 
know that it is comparable 

Mr. Vursevu. The point that I am trying to make, Mr. James, is 
that there are certain benefits under the civil-service retirement 
system. <A civil-service employee cannot be fired, for instance. Your 
printers are under civil service? 

Mr. Haun. Yes 

Mr. Vurseii. Anyone who has a job down there, it would take a 
vear and a half to get rid of him, if you wanted to get rid of him, 
from some of the stories that I have read. In other words, he is 
protected by civil-service rules and regulations and he has certain 
retirement benefits and other benefits. And yet we here follow the 
American Banknote Co. in the matter of increasing salaries of these 
people without taking into consideration, without taking cognizance 
of the existence of these other benefits, over and above their wages, 
which benefits the emplovees of the American Banknote Co. probably 
do not have. 

Mr. James. I do not think it is quite the same. I am quite sure 
that they have a seniority program which would correspond in a 
sense to our civil-service program. The oldest man in the place is 
the last man to be fired. I think that security program holds true 
with the plate-printing people as well as the letter-press printing 
people. Almost every concern DROW has some beneficial setup; a 
participating or company contribution retirement plan which I think 


you will find is in some measure comparable to the civil-service plan 


Mr. Vursetu. I just wanted to raise the point, that is all. 
Mr. James. As far as my own knowledge is concerned, civil-service 
benefits would not make too much difference nowadays. 


APPRENTICE PROGRAM 


The next matter I want to discuss is the apprentice program. How 
many plate printers are there in your employ? 
Mr. Hau. 504. 


Mr. James. Do you have, by agreement or custom or usage, & 
) 


ratio of apprentices to journeymen? 
Mr. Hatu. No; we do not have a ratio. 
Mr. James. How many apprentices do you have? 
Mr. Haru. We have 70 on the payroll. 
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Mr. James. That would be 1 apprentice to about 7 and a fraction 
journeymen? 

Mr. Hay. The percentage is 14 percent. 

Mr. James. That does not make journeymen very fast, does it? 

Mr. Hau. No, it is not making them very fast. But apparently 
it is going to make them too fast for us. 

Mr. James. I am thinking of this on an industrywide basis, because 
other people have to have a reasonable supply of new journeymen 
or they would not be able to stay in business. What I am saying is 
that in any plant the training of a skilled force for the future is quite 
as important as having skilled workers for the present, 

Are there any legal limitations set up? 

Mr. Hau. No, sir. 

Mr. James. There are none by agreement with the unions as to the 
number or ratio of apprentices to journeymen? 

Mr. Hau. No, sir. 

Mr. James. I understand that your apprentices move up and 
become assistant pressmen within a year. 

Mr. Hauu. They work on the presses at the end of a year. 

Mr. James. And they take what amounts to the work of an 
assistant pressman? 

Mr. Hau. Yes, sir; printer’s assistant, not pressman. 

Mr. James. How many men constitute a press crew on the presses 
equipped with automatic devices? 

Mr. Hau. Two persons, a printer and a printer’s assistant. 

Mr. James. Where do the apprentices fit in before they go on a 
press after the first year? What do they do? 

Mr. Hau. Before they go on a press, they work in the ink mill, 
the wetting section, the proving room, and so forth. 

Mr. James. They get pretty good grounding on what it is all about 
before they get to the press? 

Mr. Haut. Yes. 

Mr. James. When they go on the presses do they ever become a 
third man on the press? 

Mr. Hau. Oh, no. 

Mr. James. I believe that is all, Mr. Chairman. 


COOPERATION FROM PLATE PRINTERS 


Mr. CanrieLp. The plate printers wanted to appear personally 
before our subcommittee but they are unable to do so because of the 
executive nature of our hearings. They have presented a brief which 
I will ask our clerk to read at this time. 

(The clerk read the following statement:) 


STATEMENT OF ExEcuTIVE COMMITTEE, WASHINGTON PLATE PRINTERS UNION 
LocaL No. 2 


Because portions of investigators’ reports introduced in the hearings of the 
Subcommittee of the Committee on Appropriations of the House of Representa- 
tives on January 17, 1952, placed the plate printers of the Bureau of Engraving 
and Printing in an undeserved bad light, we herewith present. a statement of 
verifiable facts. It is our hope that it may aid the committee to single out 
erroneous charges for further consideration, and that it will qualify other remarks 
which, in themselves, would be misleading. 

The plate printer in the Bureau of Engraving and Printing is a craftsman 
skilled in the art of plate printing, the intaglio process of obtaining relief images 


in di 
O44 

from an engraved surface. This process, in providing a quality and perfec 

of work beyond duplication by any other method of printing and alone we 


of consideration as the medium of producing United States curreney and securi 
es, is inherently posse ssed of singular problems and difficulties which necessitate 


application of skill and knowledge to iphold required quality 


Not the least significant of the implications involved in this procedure the 
pressing consumption of time which the printer can abate o1 

gence 

\n item of paramount importance in the functioning of the Bureau of Engra 
and Printing is the security regulations emploved All of the tey and pro 
ecessary for the protection ol the curreney of the [ ted States ur t ¢ 


consuming procedures wl ich, when encountered mn whole or in part, 1 


ybstacle to the plate printer in striving to obtain nis lay S WOrkK, and ca 
4 lable periods of press idieness which have often been miuscet 
e casual observer who is uninformed as to the procedure being followe , 
rinter have at mes been criticized when they were observed Dv per 
ere naware that their 1 nentar ene is necessitated 
proce } re 
Wit! the reallZatior that the scheduled real coffee-breal 
eriod generally accepted by private i lustry and ever he Unite ~ 
Armed Forces is relatively inworkable nis part ar position, the pla 
ter 1 accustomed to relegatir attentior to I daily needs I 
wherein there is a forced stoppage in conformance with the aforemer ! 


iritv regulations 
f deneced and les 


Recognition has been slow in arriving for an evi gs} 
cooperatio! As a body, the members of the Washington Plate Printers Loca 
No. 2, through their executive committee, have repeatedly proffered to the 
officials of the Bureau of Engraving and Printing suggestions for more efficie1 

ore economical and for greater production, and by cooperation with the official 


toward these ends have effected noteworthy economies and production increases 


The modernization program which began in 1948 when the plate printers unior 
iggested that the Bureau purchase 20 modern presses which had originally be« 


cheduled for shipment to Russia and which developed to the completion sta 








wherein two members of the union executive committee were detailed to set up 
he Bureau’s renovated presses at the commendable rate of two per day, re ilted 
a concrete production increase of over 30 percent 


The plate printers union participated actively in the recent development o 


green nonoffset ink used in the printing of currency backs Two members of the 
inion’s executive committee conducted the initial experiments with this ink in the 
pressrooms and acted in an advisory capacity in its further development. Mor 
over, in accordance with its consistent policy of cooperation with Bureau manag 
ment, the plate printers union urged its members to extend themsel ve t he 


yt ficulties engende rea bv the 


bstacles and di 


fullest in order to overcome the « I 
duction of the new-type ink. 

In conjunction with the developm« nt of the nonoffset ink, the plate printer 
inion further recommended the inception of an automatic device to remove at 
stack the printed sheets in the take-off operation This device is now in universa 
use on back presses in the Bureau 

The plate printers union enthusiastically cooperated with the Bureau officials 
in the development of a nonoffset biack ink for use in the printing of currency 
faces. Necessarily formulated with entirely different ingredients than the 
used in the regular black ink, the new ink presented numerous difficulties in thi 
attempt to adapt it to the printing process, difficulties which created an abnormal 
demand for endeavor on the part of the plate printer. Three members of the 
plate printers executive committee served on a committee formed by mang 
ment to investigate all phases of the black nonoffset ink program to determine the 
causes of deterring difficulties, and the information and suggestions they were 
able to offer because of their knowledge of the printing operation aided materially 
in the strides taken to alleviate troubles which were delaying the success of the 
program. Although the ink is still designated as experimental because it is as 
vet removed from the nearness to perfection necessary for full acceptance, never 
the less, the plate printers are employing it for full production 

The greatest evidence of the sincereity and the spirit of cooperation of the 
plate printers as a group is embodied in a program currently in process in the 





Bureau of Engraving and Printing, a program which came into being as the direct 
result of a voluntary proposal of the plate printers union At a special meeting 


of the plate printers union held in April 1952, its members, in recognition of the 
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production needs of the Bureau of Engraving and Printing, authorized its execu- 
tive committee to present to the officials of the Bureau the suggestion that an 


extra row of notes be added to the 12-subject currency plates then in use—toward 
the end that a direct increase of 50 percent be realized in the production of United 
States currency with an obviously substantial recurrent annual savings. This 


stion was the materialization of the plate printers’ recognition of the urgency 
of increased production to meet the Nation’s need for currency, and their belief 
that what would have been impractical in the days of manual polishing and feeding 





was now possible because of the technological improvements which had been 
accomplished on ft presses. The 18-subject program is currently supplanting 
the 12-subject method and because it is incorporating the use of the take-off 
device it is directly connnected with the use of the experimental black nonoffset 
ink described in the preceeding paragraph. This fact, together with the under- 
standable increase of press difficulties engendered by the increased production 
has increased the workload of the plate printer appreciably. 

It must be noted that in the period from 1949 to the present, the production 


of the plate printer has increased 101.5 percent —as the direct result of suggestions 
proffered by the plate printers union. 

In following a practice which is universally accepted in all trades under 
one form of limit or another, the plate printers are striving for the greatest effi- 
ciencv—for management as well as their own benefit In reaching an agreement 
with Bureau officials on a fair day’s work it is expected that the quota is a maxi- 
mum, consistent with the stringent demands for quality—a maximum which 
even the least printer will strive to attain 

It should be noted that as a piece-rate worker the plate printer who, by his 
own failure, does not attain the maximum prescribed production does not receive 
payment for whatever amount he may fall short. The plate printer can receive 
a full day’s pay only by producing a full day’s work—in contrast to the per diem 
emplovee who is paid in full regardless of how much he may fall short of a given 
or understood quota. It is common knowledge, we believe, that the daily 
quota system is universally used in the Bureau of Engraving and Printing by 
workers other than plate printers 

These, then are the facts pertinent to the plate printer of the Bureau of En- 
graving and Printing We respectfully submit these facts for your consideration, 
to weigh in the balance with conflicting statements, in the American tradition of, 
‘“‘two sides to every story F 

Respectfully submitted 

WASHINGTON FLATE PRINTERS UNION, 
Loca. No. 2, 

EXECUTIVE COMMITTEE, 

JAMES A. CoNnLoN, Chairman. 

Mr. Canrieip. Mr. Hall, will you comment briefly on that state- 
ment? 

Mr. Hau. I would say at the outset that our accomplishments 
in the Bureau have been made possible through the cooperation of 
the plate printers union. 

I would like to study the statement a little more before answering 
in detail. We could not accomplish much without them going along 
with us, there is no question about that. 

I think Mr. Holtzclaw, who has been working directly with the 
plate printers union for several years and is responsible for all of the 
technological improvements, would be better able to explain some of 
the details. 

Mr. Canrietp. Mr. Holtzclaw, do you have some comment to 
make? 

Mr. Hotrzciaw. I will be very glad to comment on it, Mr. Chair- 
man, 

We have had a very ambitious research program in the Bureau 
since 1937. At that time a study was begun on the development of 
a nonoffset green ink and nonoffset black ink. Many of the other 
technological improvements have been side issues, or offsprings of 
that study begun in 1937. The success of one program led to another. 





349 


Every single one of these technological programs and all of these 
mechanical devices were worked out completely under my direction 
At times when we attempted to put them into operation, those 
particular times were not propitious and certain resistance was 
encountered within the labor organizations and within other employee 
JrOUps. 

Necessarily those groups of people have had their own interests at 
heart and have not wanted to see technological improvements put 
into effect which would result in mass scale layoffs. I think that 
understandable. It is an attitude of labor and employee groups in 
industry, but as time has progressed the need for additional supplic 
of currency has been recognized along with the manpower situation 
and the labor groups, in particular the plate printers in the Bureau 
of Engraving and Printing, have worked with us in complete accord 
and have even at times suggested the timing of a particular program 
taking into account their own interests in the situation. I think it is 
a statement that can be made and very difficult to challenge when | 
say that without their excellent support and cooperation thes« 
programs could not have been realized. When the program is carried 
to fruition, it is indicated that there will be an annual recurring 
savings within the next year of better than $8 million 

We have a long-range program for further technological improve 
meuts which will continue on for probably 3 or 4 more years, and 
when that program is realized it will bring about a total annual 
recurring savings of about $11 million 

Translated into manpower, that means an equivalent of 2,300 less 
employees on the payroll. While I do take exception to certai 
provisions of the statement that implies that they are responsibl 
for the design and development of the devices and the formulation ot 
the ink, I do say at this time they deserve a great deal of credit for 
going along with these programs and helping to make these savings 
possible, and I cannot overlook other employee groups and unions in 
the Bureau by not saying the same thing about them. But principally 
it has been through the cooperation of the plate printers that thes« 
programs have been realized. 


COMPLAINTS OF PLATE PRINTERS REGARDING APPRENTICE PROGRAM 


Mr. Canrieip. Mr. Hall, Mr. James has referred to the appren 
ticeship program. What is the concern of the plate printers with 
reference to the possibility of being bumped off by men working in 
the Bureau not senior to them in their particular employment? 
What is that story? 

Mr. Hau. As it points up now, there will be no need for the 
number of plate printers we have on the payroll at the present time 
As a matter of fact, there will be a substantial reduction made 
necessary. 

By bringing apprentices with veterans’ preference into the trade, 
would result in their bumping off men who perhaps had been in the 
Bureau 25 or 30 years. That is what you are referring to, I presume 

Mr. James. It is indicated, and this is a very justifiable complaint, 
that in setting up the apprenticeship program a top age limit was not 
established, so that men 60 years of age actually were appointed 
apprentices after having served in some Government employment 
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and having thereby accumulated seniority credits in the civil service 
so a man might come into the Bureau at 52 years of age with 14 or 15 
vears of prior service in the Government and thereby place himself 
in a more favorable seniority position than a plate printer who had 
been a finished artisan when he came to the Bureau 5 or 10 years 
before, and therefore would have a prior right to stay on the job 
when layoffs were made. That is what I understand from this 
complaint 

Mr. Haru. I do not recall what the age limit was, but that was 
established by the Civil Service Commission. 

Mr. James. If it is true that they have not set a top age limit for 
the admission of apprentices, that is a very grievous thing. 

Mr. Hatu. I think there was a top age. I do not remember what 
it was 

Mr. James. They have a justifiable complaint on that one if that 
is true 

Mr. Hotrzctaw. Mr. Congressman, the Civil Service does not have 
an age limit for veterans in apprenticeship 

Mr. Jamns. It is a little silly to think of a fellow going in to learn 
his trade at 52 years of age. 

Mr. Houirzciaw. Correct, sit 

Mr. James. Particularly in a situation where, by reason of prior 
service in the Government, or because of some advantage by being 
a veteran, he can knock out of employment a man who has finished 
his trade long ago and has probably devoted 20 vears to doing it. 

Mr. Hauu. That is true. 

Mr. James. There is a situation here I think we are justified in 
bringing to the attention of the proper people. Do you feel that the 
means of correcting this condition would be a matter for legislation, 

r administrative judgment? 

Hoirzciaw. If I may answer that, sir, that is the law under 
the Veterans’ Preference Act. 

Mr. James. Of course, when you admit an apprentice, you, or one 
of your people, look him over pretty carefully and decide whether 
yr not he is the type of man that might or might not ‘fit in’’ with the 
craft. You just do not take anybody that comes in hunting a job; 
I’m surprised that the union does not set up some standards for 
apprenticeships. 

Mr. Hotrzciaw. Shall I answer that, Mr. Congressman? 

Mr. James. Yes 

Mr. HourzcLtaw. Elaborate — tests and dexterity tests were 
given to these apprentices prior t 0 their actual appointment. These 
tests were prescribed by the Civil Service Commission. 

Mr. James. I feel very strongly that some employees may have a 
real complaint here. If a man comes in for apprenticeship training 
and he is 50 years old, he does not have too many more years to work 
in the trade, after 4 vears of training, a then he is up to retirement 
age. He can come from some other Government employment, grab 
this apprentice job and put himself in a position to knock out a quali- 
fied man who has devoted 30 years of service in that particular line 
of work. You fellows are probably the best people to study this 
matter and recommend legislation, if necessary, or recommend a 
change in the civil-service regulations. I think that there ought to 
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be a top age limit for admission in any apprentice training in any 
skill, anywhere, in Government or private employment. 

The other complaint that seems to be a part of this document is 
that they feel the apprenticeship system should be abolished. 

[ do not agree with that at all. I think that apprentices should be 
continued to be trained in this craft, and in all other crafts, for that 
matter. If the world’s largest employer of plate printers stopped 
training apprentices, it would, in time, suffer most for want of com- 
petent help. 

Mr. Haut. Mr. Holtzclaw has been dealing with this matter for 
several months, so I would like him to comment. 

Mr. Hotrzcitaw. I would like to go back a little earlier in the 
testimony where reference was made to the rates of pay of plate 
printers, and our making rate adjustments in the Bureau when rate 
adjustments were made in the Government Printing Office and in the 
American Bank Note Co. 

First of all, Public Law 429, 81st Congress, provides that the 
sureau of Engraving and Printing shall pay rates of pay comparable 
to rates of pay paid in industry where work of a comparable nature 
s performed, so that we have no other alternative than to follow the 
Government Printing Office and the American Banknote Co. In 
the case of plate printers there are none in the Government Printing 
Office, and therefore there is no reasonable comparability. Therefore, 
we have to adjust rates of pav with the American Banknote Co. 
where there is some comparability. 

On the apprentice program with respect to the age limit, it is not 
something for us to study, sir. When we were about to appoint 
apprentices, we sought the aid and advice of the Civil Service Com- 
mission and, since there were such a few in number of apprentices 
involved, the Civil Service Commission determined that a nation- 
wide or regional examination should not be held because of the cost 
involved, but rather decided that appointments to apprenticeships 
should be made from the ranks of the Bureau of Engraving and 
Printing and confined to veterans. 

Mr. James. Confined to veterans only? 

Mr. Hotrzcuaw. Yes, sir. That was the procedure followed 
Since the Veterans’ Preference Act does not carry any age limit with 
respect to promotions, we had no alternative but to appoint those 
apprentices from the ranks of the Bureau. 


) 


DIFFICULTY OF ESTIMATING WORKLOAD a 


As to continuing the apprentice program, I would like to suggest 
that since the plate printers in the Bureau of Engraving and Printing 
are paid on a piece-rate basis, it means if we do not have work for 
them to perform they cannot stay on the payroll. We cannot let 


them stand idle like we could a clerk waiting until the work picked 
up. If there is not work there today for a plate printer he is sent 
home. Likewise, if there is no need for a plate printer, there is no 
need for an apprentice, and our workload is determined, not by us in 
the Bureau. but by the agencies for whom we do business 


The Federal Reserve Board und the | reasur r’s Offi: detern ine 
the requirements for the printing of currency which we really do not 
know about until almost the Ist of July or until the fiscal year 


317384—53 23 
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about to begin. Since we have no control over our workload it is 
extremely difficult to regulate our manpower needs. 

Mr. James. That is one of the reasons why I asked a while ago 
whether or not you could produce regularly and lay up on the shel| 
for future delivery, thus eliminating peaks and valleys in your produc 
tion schedules? ‘I was told then you could only print when you hax 
orders 

Mr. Hauu. That is correct. 

HoutrzcLtaw. I would like to insert in the record 2 tables show 
ing our workload for the last 10 years, if | may. It would give you 
some idea of how it varies and how extreme ly difficult it has been to 
rear our Manpower needs, which, of course, includes apprentices, to 
the program 

Mr. James. Your tables would be shown in years, but your exper 
ience has to be by weeks and ee 

Mr. Hourzctaw. That is correct, 

The tables referred to are as are S: 


Comparative statement showing original estimate, revised estimate, and actual deliveries 
of United States currency for the fiscal years 1936-54 (12-subject sheets) 


Increase (+) or decrease (— 
deliveries compared to 
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1954 estimate | 131, 682, 000 ‘ 











844 
21, OO 


BO, OOM 
5). OM 
to, VOL 


10, OOF 


0, OOK 











rg 
0VI9 
(Comparative statement showing arigina estimate, evised esttmate, t il 
of Federal Reserve note for the fisca years 193¢ 4 12-subject shee 
I mpa 
b'is¢ 4 ae ‘ ’ ’ + 
sLIMAale estlimal le liveries 
Or 
ste 
19) 6, 409, 200 SOL 16, 272, 400 ), 863, 204 
, oo0) 11, 959, S5f l 8405, S50 4, 847, 50K et 
1938 150 13, 809, 200 13, 823, 600 +4, 570, 450 +14 4K 
1939 100 8, 493, U0O 10, 366, 050 1, 873, 050 y 
4( 000 ¥, 070, 000 8 983, 950 86, O50 st 
1941... 49, UO 10, 452, 750 11, 362, 950 +-3, 013, 950 ) 20K 
42 000 18, 401, 900 24, 345, 033 +15, 345, 083 +A 943 $ 
1943 000 30, 000, 000 ), 212, 033 +41, 212, 033 +20, 212 
44 _. 24, 000, 000 36, 000, 000 9 427.917 +35, 427, 917 23, 42 
4 36, 000, 000 50, 000, 000 37, 79H, 283 +-1. 795, 283 14 
4 39, 500, OOO 25, 000, 000 40. 579. OOO 8, 921, OOO + 79 
47 - 20, VOU, OOO 24. 000, 000 24, 020, 000 4-4 020, 000 +) OOO 
MR__. 20, 000, 000 22, 000, OOO 22, 919, 000 2.919. 000 4+-O19 "> 
49_. 15, OOO, OOO 29, 300, 000 34, 220. 000 +-19. 220. OOO 492 WO 
dA . 20, 000, 000 33, 000, OOO 31, 977, 000 4-11. 977, 000 ! 2 OK) 
jon 24, 000, 000 39, 000, 000 52, 427, 000 +98 497 O00 113 497. OOO 
33, 000, 000 53, 000, 000 63, 043, 001 +30, 043, O01 +-10, 043, Of 
‘ 54, 378, 333 90, 880, 000 
154 70, OOO, OVO 


Mr. JamgEs. So you did find peaks and valleys in your workload and 
it has been necessary to send plate printers home because there was 
no immediate work for them. 

Mr. Hourzciraw. That is correct. We would have no possible way 
of producing currency and stockpiling it to level off those peaks and 
valleys over the year, especially now since we are on a reimbursable 
pron and receive payment only when the goods are delivered. And 

s Mr. Hall testified, we produce for the agencies for whom we do 
bekaied on a monthly ree r, with a yearly estimate. 

Our estimated program for the fiscal year 1954 is 203 million sheets 
There again that estimated program is pre dicated upon what you her« 
are going to authorize for the Treasurer’s office, and what the Federal 
Reserve Board determines they will order. ‘To produce that program 
will require 373 plate printers. We have 384 plate printers availabl 
for producing currency, and we have 70 apprentices who will produce 
the equivalent of 49 plate printers. ‘That indicates that as of the Ist 
of July, if the work program is what we estimate, we will have a sur 
plus of the equivalent of 60 plate printers, and since we have no way 
of paying these men unless we have the work for them to produce, a 
reduction in force jn one or the other categories must in all probability 
be made as of the Ist of July. 

Mr. CanFigeLp. You say in one or the other categories, meaning 
what? 

Mr. Hotrzctaw. Apprentices or journeymen. 

Mr. CanriE.tp. Is the answer administrative or legislative? 

Mr. Hotrzciaw. It is a top level policy decision, Mr. Chairman, if 
you will permit me to say so. 

Mr. James. That would have to be administrative—the decision on 
how to reduce the force. 
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Mr. Hoirzcitaw. May I speak off the record? 
(Discussion off the record.) 


INVESTIGATION OF THE BUREAU BY COMMITTEE STAFF INVESTIGATORS 


Mr. Gary. Mr. Hall, I assume that this statement by the execu- 
tive committee of the Washington Plate Printers Union, Local No. 2, 
which was just inserted in the record, is in response to a report that 
was made, at my request, by committee staff investigators sent to 
the Bureau last year when I was the chairman of this committee. 
I am delighted to see from the statement that the union is cooperat- 
ing with the department in the technological developments which 
are being made. I realize that little can be accomplished in any 
organization without the complete cooperation of the various units 
within the organization. 

I, for one, am very anxious to maintain the high standard of living 
which we have developed in this country. I want to see that high 
standard of living, limited not to any one segment or group of our 
people, but pyr tere to all groups. For that reason I am very 
favorable to a high wage scale. I think the man who produces is 
entitled to = ‘quate pay for his labor. 

There is one situation, however, disclosed by that investigation 
which disturbed me somewhat and which I do not think this state- 
ment by the union covers. I am convinced that the only way that 
we can maintain our high wages and our high standard of living in 
this country is by mass production. To compete with other nations 
that — lower wage scales, we must excel them in production. 
Now, the ssthiaathen investigators reported that the union placed a 
limit on the production of each member of the union in the Bureau, 
and that is the thing that bothers me. Whether that limitation, the 
maximum a man can produce in a day, is reasonable or unreasonable, 
I am not prepared to say, but I do not like the principle of a union 
limiting the production of its members. I think competition is the 
basis of our achievements in America today. The minute you de- 
stroy competition in any industry you have monopoly which is 
detrimental to the interests of the entire Nation. I think the same 
thing holds true in a labor union. The minute you destroy individual 
initiative among the members of the union, you jeopardize our Ameri- 
can way of life. I do not like the idea of a union prescribing any 
limit on production. Such limits should be determined by a man’s 
ability and capacity. 

God did not create all men with equal production capacities. Men 
vary in ability and capacity, and when we try to level them off by 
edict it seems to me we are getting upon pretty dangerous ground 
insofar as the welfare of our Nation is concerned. 

Now, what is the situation today? I do not remember the exact 
figures on the limitations that were placed upon each man, but I do 
remember that you told us at the time the report was submitted that 
you had tried to increase the limit by negotiations with the union, but 
you had been unsuccessful. 
~ Mr. Hourzcraw. Sir, you said last year. May I suggest that it was 
the year before, 1951. 

Frankly, we were not proud of the day’s work being produced by the 
plate printer at that time. Since that time we have worked dili- 
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vently, and ] can assure you that your efforts have helped us in focusing 
the spotlight of attention on the conditions that did exist then. 

As to the establishment of a day’s work, it could be argued both 
ways, and we have proof of the fact that if a day’s work is not estab- 
lished we do not get as much production. When a day’s work is 
established that is considered reasonable and fair, then each man 
attempts to reach that day’s work because the piece rate is set upon 
his reaching that particular number of sheets that is referred to as a 
quota. If there were not a quota and if they were on a per diem basis, 
we would not get as much production. I feel absolutely confident of 
that. 

Since this investigation, and in the period that Mr. Hall described 
a little while ago, we have gone a long way in installing on these presses 
mechanical devices and by technological improvements of the inks we 
have made it possible to remove both of the assistants from the press 
with only the plate printer remaining. The printer will be called 
upon to produce not less than 3,800 sheets with 50 percent more notes 
on the sheet, and in addition will be required to examine his own work, 
to service the feeder and a takeoff device and in addition make all of 
the other press adjustments. 

His time will be much more fully occupied than at any time in the 
past. As a matter of fact, I entered into a written agreement with 
these men in establishing a day’s work of 3,800 sheets with 18 notes 
to the sheet, which, as I said a moment ago, represents a 50 percent 
increase in production over and above that which was being produced 
at the time your investigator came into the Bureau. 

I certainly would not have been willing to enter into such a written 
agreement with the plate printers unless I had considered 3,800 
sheets a fair day’s work, and I feel that I am qualified to reach that 
determination. 

Mr. Gary. I am delighted to know that progress has been made 
along that line. I am in favor of collective bargaining on behalf of 
the workers. I do not think they could maintain their proper rights 
without it, but I do think the time has come when we must see that 
neither the unions nor management violate fundamental principles. 

Mr. Houtrzciaw. That is correct, sir. 

Mr. Gary. We have to realize that we are all, industry and labor, 
living under the laws of the United States and we must be subservient 
to reasonable laws to protect the public as a whole, and that is all 
that I ask for. 

So far as the idea of quotas is concerned, I think that is stimulating 
to the laborer, but limitations are different. ‘The word itself does 
not connote Americanism, or American free competitive enterprise 
tome. I think the thing about the free enterprise system in America 
that makes it great is that we do not recognize any limit, and that is 
the reason we have accomplished far beyond other nations, because 
regardless of our accomplishments we look to the horizon to see if we 
cannot improve our condition, and once we begin to place limitations 
on our efforts we are stifling American enterprise. 

Mr. Hotrzcitaw. We are not nearly as bad off as industry. We 
do not set “bogus” type, and we do not have “standby” orchestras. 
There are many other situations in industry which the Supreme 
Court has ruled legal that do not exist in the Bureau. 
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Mr. Gary. lam for you. I think that you are doing a good job, 
but I do not think anybody is ever doing a job that cannot 
be improved, and I am delighted that you have made improvements 
since our investigation. I am pleased that the investigation has 
done some good 


FINANCING OF IMPROVEMENTS 


You mentioned $1,500,000 worth of improvements that you need. 
As you enumerated them, it seemed to me those improvements were 
to eliminate conditions that jeopardize life and property. Whenever 
that happens, I think that the improvements ought to be made. 

You said something about a supple mental request to cover those 
improvements. At the present time it is my understanding that all 
of these estimates are being revised, and I should think that the 
Bureau ought to be able to determine at the present time whether those 
improvements are necessary during the coming year. I would like 
to see you consider that progtam when you revise the figures and if 
you think it is going to be necessary to make those improvements 
during the next year, request funds for them in the revised budget 
rather than coming in with a supplemental request later on in the 
year. I simply pass that on to you for vour consideration. 

Mr. Hourzcitaw. We may not need additional funds since I have a 
report that just came in late yesterday from the General Services 
Administration, who have been working with us on the replacement 
of these various utility lines, and they have concurred with us in 
setting up this program which provides for the replacement of these 
utility lines through the next 3 years, and if we can stretch out these 
replacements over the next 3 years we feel that by depleting our 
revolving fund a little bit at a time, and collecting from the agencies 
for whom we do business more frequently, we may be able to finance 
this whole operation ourselves 

Mr. Gary. That is fine. What about your elevators? 

Mr. Hotrzctaw. That is included also. 

Mr. Gary. | do not like this idea of jeopardizing the lives of men 
in faulty elevators. I believe in economy, and I want to see it prac- 
ticed to the utmost in Government, but not at the expense of the 
lives and welfare of the Government employees, or the destruction of 
Federal property. I think that there is a point beyond which you 
can carry economy too far. 

Mr. Hourzciraw. That is correct. Based on your statement, we 
would be glad to resurvey this whole matter with the view in mind 
of eliminating the hazardous conditions and maybe coming back for 
a supplemental. 
PRODUCTION OF BICOLOR 


POSTAGE STAMPS 








Now, Mr. Chairman, each year for the last 2 or 3 years that we 


have been up here, you have inquired as to the progress we were 
making on a press designed to print bicolor postage stamps. 

Mr. Canrrexp. That is true. 

Mr. Houtrzciaw. Actually you have needled us into coming out 
with this bicolor Red Cross stamp this year. We were not ready for 
t, but we were afraid to come up here this year and have to tell you 
that we were still not ready. 
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Mr. CANFIELD. I am very glad to hear that because you do not 
know how I have been needled by the stamp collectors throughout 
the country who, down through the years, have been observing multi- 
.olored stamps issued by other nations, but, of course, none as fine 


as the stamp that you show here. 


Mr. Houtrzctaw. We are very glad we could proceed. 

Mr. CanFieLp. As the gentleman from Pennsylvania has just said 
to me, the other nations use a cheaper process and the stamps do not 
look like, and certainly would not wear like this particular stamp 

Mr. Hotrzctaw. We are very happy about our first attempt to 
produce a bicolor stamp on this press and to receive the highest award 
that has ever been given for a bicolor stamp in this country. 

Mr. Wiuson. I would like to say a few words off the record 

Discussion off the record.) 
Mr. PassMan. I would like to say a few words off the record 
Discussion off the record.) 


ADVISABILITY OF CERTAIN GOVERNMENT ACTIVITIES BEING PERFORMED 
BY PRIVATE INDUSTRY 


Mr. Sreminski. Suppose our facilities were suddenly destroyed 
through unfriendly agents, or otherwise, and our engraving and 
printing requirements were farmed out to private processors, do you 
think that the profit or loss picture could be in any way appreciably 
improved, or altered, from what it is now? 

Mr. Hauu. In my opinion we are doing just as good a job as private 
industry. 

Mr. Sreminskr. The reason I asked that, Mr. Hall, is because there 
is a tendency today to think—and that tendency may be on the right 
track oo many of the public agencies or installations owned or 
operated by the Federal Government, converted to private manage- 
ment, could produce tax revenues to the Treasury in excess of $1 
billion. An example of this attitude is the recent statement made by 
Mr. Wilson, of General Electric, which the Treasury assures me it is 
now evaluating. 

| wanted to know if vou thought that vour di per mu nt is tuned up as 
efficiently as it should be? Parceling out to private industry not 
withstanding? 

Mr. Hauu. I feel confident we are. 

Mr, Steminskit. Do you feel that in all your operations you have 


received the most friendly help possible from private sources? 

Mr. Hauu. Yes, sir. We have had very close association with 
technical laboratories which can assist us in our work. 

Mr. Steminskxi. Mr. Gary has stressed the labor and working 
conditions and benefits accruing to the people. I merely want to fill 
in the picture to show that in this Treasury Department there is a 
very nonpolitical attitude and that you say, as I understand it, you 
sense no friction either from industry or labor im your attempt to stay 
on top in all you do? 


Mr. Haut. That is correct. 
Mr. Sieminskt. Thank you. 
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ACKNOWLEDGMENT OF THE QUALITY OF WORK BEING DONE BY THE 
BUREAU 


Mr. James. I want to express to you gentlemen who are here with 
us today my sincere compliments on the progress that you have made 
in the technical developments and operations at the Bureau and also 
upon the recent improvements in the accounting system you are now 
employing, which is the basis for your financial arrangements with 
other departments of Government. 

The Bureau of Engraving and Printing is the largest institution of 
its kind in the country and in the world, and therefore must encounter 
many more and varied problems than smaller institutions in the 
commercial field. I am satisfied that it has as its directing officers, 
men who have developed the methods and services of the Bureau to 
the point where it can be said that it is no less and probably more 
efficiently and economically operated than any comparable enterprise 
in the country. I feel that statement is due you gentlemen because it 
is evident in this record that your interest in the improvements and 
performances of the Bureau is something that is very close to your 
hearts as well as to your consciences. 

Mr. Hatt. Mr. Congressman, it is very kind of you to say that, and 
I trust that we shall alw ays live up to your expectations. 

Mr. Witson. May I say ditto to what Mr. James has just said. 

Mr. Gary. I would like to say that I want to congratulate the 
Bureau on the technological progress it is making and on the installa- 
tion of modern methods. It is having its effect in reducing the cost 
of production, and I hope they will keep at it regardless of what 
obstacles they may face in so doing. 

Mr. Hoxtrzcraw. Thank you, sir. 


NONREIMBURSABLE WORK 


Mr. Canrievtp. Mr. Hall and Mr. Holtzclaw, before we conclude 
the hearings today, I am reminded that some complaints have been 
filed with Members of Congress about certain types of nonreim- 
bursable work performed in the Bureau. I wonder if you are pre- 
pared to comment on such complaints. 

Mr. Hatt. I suggest that Mr. Holtzclaw answer the question. 

Mr. CanFigeLtp. Do you know perchance what these complaints are? 

Mr. Houttrzctaw. We have heard from time to time criticism di- 
rected at the Bureau in years gone by for having performed certain 
services for various agencies of the Government without being reim- 
bursed for them. That statement is true, and the reason for it is 
as follows: 

In order to meet the emergency needs for the currency, bonds, 
military-payment certificates, and invasion currency, the Bureau has 
traditionally found it necessary to keep on the payroll craftsmen of 
peculiar skills beyond the actual number required to meet the day-to- 
day operations. This also has been true with respect to the training 
of apprentices, who by reason of the nature of the work performed, are 
necessary for the replacement of craftsmen with peculiar skills. Con- 
sequently, in the light of the fact that more men were always available 
than were necessary to meet the day-to-day requirements, the Bureau 
welcomed special projects from the various agencies for whom it did 
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business to keep these extra men occupied, thereby Increasing 
their skills. 

| have reference in particular to engravers and transferers and photo- 
ngravers, et cetera. These services were performed usually without 
charge, and these costs were not assessed against the a neles for 
whom the Bureau does work. 

However, since the enactment of Public Law 656, the 81st Congres 


the Bureau has complied with the intent of the law which sp S 
that all costs, both direct and indirect, shall be recovered from 
agencies for whom the Bureau performs work. The extra men h 


fore referred to no longer are carried on the pavroll since vacar 
which have occurred as the result of separations have not been 
and additional apprentices have not been appointed 

Mr. CaAnFieLp. These projects to which you have referred in yo 
statement were Federal; they were not personal in any case? 

Mr. Houtrzctaw. Of course not. From time to time committees 
of Congress have called upon us for identification passes, which wer: 
delivered to them without charge. Now, of course, we are charging 
and they are complaining about the cost of these identification passes 

Mr. CanrieLp. Mr. Hall and gentlemen, I am sure that every 
member of the committee is pleased with the presentation you have 
made before us today emphasizing, as you have, your progress and 
advances in technological developments, all in the interest of the 
taxpayers of the United States of America. We are grateful to you. 

The committee will stand adjourned until 9:30 o'clock tomorrow 
morning. 


Kripay, Marcu 20, 1953 
BUREAU OF THE MINT 


WITNESSES 


MRS. NELLIE TAYLOE ROSS, DIRECTOR OF THE MINT 
LELAND HOWARD, ASSISTANT DIRECTOR OF THE MINT 
TIMOTHY E. RUSSELL, CHIEF ACCOUNTANT 
FREDERICK W. TATE, ASSISTANT CHIEF ACCOUNTANT 


SALARIES AND EXPENSES 


{mounts available for obligation 


1952 actual | 1953 esti e| 1954 ( 
Appropriation or estimate $4, 825, 00) $4, 825, 006 $ 0, 000 
Reimbursements from non-Federal source 175, 882 114, R06 ) 
Reimbursements from other accounts 116, 128 85, 200 
Total available for obligation 5, 117, 010 5, 025, 000 5 400. 000 
Unobligated balance, estimated savings 7RR 
Obligations incurred 5, 113, 222 5 025. 000 5 400. 000 


Nore.— Reimbursements from non-Federal sources above are receipts from foreign coinage (31 U. 8. C 
367 (Jan. 29, 1874, 18 Stat. 6)), and proceeds from sale of medals and proof coins (31 U. 8S. C. 369 (as amended 


May 10, 1950, 64 Stat. 157)) 
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Obligations by activities 


i 
7 
S4 
’ 4 221. 212 
NA ? ; ae 
l 1 OT. 004 
Obligati P Ont of Re } sements From Other 
tcc 
M \ ’ rG r ¢ : 
€ 128 
Obligatior curred 5, 113, 222 
Obligations by objects 
Object classification 1952 actual 
S vary of Personal Services 
amnher of nent positi 1, 058 
€ t ( 1 024 
Ge l edule gra 
$5, 14 
A ve es GS-7.4 
Cr I dial grad 
A ver $3, 484 
A verage ¢ ma CPC-5.2 
Ungraded po A ve lary $3, 572 
il services obligations 
Permanent positior $4, 047, 629 
Regular pay in excess of 52-week base 13, 601 
Pa t above t 240, 538 
I personal service obligation 4, 301, 768 
i priated F is 


l'ransportat tl 

Co 1unicatior er e 
Rents eS 
Printing tion 
Other con € 





Services perfo 
pplies and material 
Equipment 

Refur 


raxes and assessment 


Su 





iwards, and indemnities 





Total obligations from appropriated funds 4,821, 212 


Reimbursable Obligations 





Personal services 248, 209 
Re services 14, 600 
Supplies and materials | 29, 201 





Total obligations payable out of reimbursements from 





other account 292.010 
Obligations incurred . 5, 113, 222 








5, 200 


000 


1953 estimate 


4 





069 
16, 
147, 


652 
348 
000 


3, OOO 


000 


, 000 
3, 000 
, 000 


000 


, 000 


000 


000 


000 
000 
000 


000 


5, 000 


, 000 
, 000 
000 


000 


000 


1954 t 
$3, 151, 90 

19 2 

S07 y 

124. 60 

yw) Oo” 

Onn 

50, OOK 

5, 400, OO 
1954 estimate 
1, 031 
997 
$ x0) 
GS-7.6 


$3, 991, 
16 
140. 


5, 300, 


100, 


5, 400, 





823 
177 


000 


000 


O00 


, 000 
, 000 
000 


000 


, 000 


000 


000 


000 
000 
000 


000 


000 


, 000 
, 000 
, 000 


000 


000 
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inalysis of expenditures 


) 53 « 
{ juid t of ‘ ( $ 
) I I the \ 
{ Oo 
| } ib] 
juld d obli of yea { 
( igate nee i ert s i iy 
pel ture RO, ORT 1 8 

Expenditur re u follows 

Out irr wut 4, 326, 989 4 

Out ¢ prk sutl Ss f OUR 


JUSTIFICATION OF ESTIMATES 


” 


Mr. Canrietp. We meet today to review the appropriation title, 


‘Salaries and expenses, Bureau of the Mint,” 
will be inserted in the record at this point. 
The justifications are as follows: 


Analusis of appropriation base for fiscal year 196 





Regular appropriation, 1953 act 4 
Supplemental appropriation for 1953 7 
Total appropriation, 1953 4 
Reductions: 1. Manufacture of coins (domestic) —$25, 000 
Additions: 1. Manufacture of coins (domestic) +25, 000 
Adjustment in base (net) 25 
Appropriation base for 1954 ai 
Increase over appropriation base for 1954 . 
Appropriation estimate for 1954 5 


Increase or decrease from total appropriation, 1953 


Cc mparison of appropriation base with appropriation estimate 


Appropriation base | Appropriation esti- | 
for 1954 nate for 1954 
Activity 
A verage A verage 
posi Amount posi- Amount 
tions tions 
1. Manufacture of coins (domestic 538 | $2, 676, 900 538 | $3, 151, 900 
| 2. Processing deposits and issues of mor 
. etary metals and coins 1H 912, 300 190 912, 300 
3. Protection of monetary metals and 
coins 69 807, 700 69 807. 700 
4. Refining gold and silver bullion 6 303, 500 6 303, 5OO 
Executive direction 2 124, 600 12 124, 600 
Total 172 4,825, O06 972 300. 000 
Adjustment in base (net 
otal, appropriation 1953 and 
appropriation estimate 1954 972 4,825. 000 972 s00, 000 





for If 


Increase 0 


A verage 
po 


tions 


and the justifications 


825. OOO 
825, 000 
825, 000 
175, 000 
300. 000 
175. 000 
r iSe 
Amount 
+$475, OO 
4.475 000 
+-475, 000 











362 


GENERAL STATEMENT 


The appropriation for the Bureau of the Mint finances the manufacture of 
PI 








ins; the receipt of deposits of gold and silver bullion: the safeguarding of the 
Government’ ldings of monetary metals, including coins in processing stages 
ntil finished and issued: and the refining of gold and silver bullion Coinage 
ints are located at Philadelphia, San Francisco, and Denver, and assay offices 
are at New York and Seattl 4 gold bullion depository is located at Fort 
Knox, and a silver bullion depository, which operates as an adjunct of the New 
Yor} Assav Off l ocated at West Point 
The Mint’s budget is presented on an accrued cost basis, reconciled in total 
th obligatior in order to correctly report the actual cost of the manufacturing 
type operations in the Mint. Costs are applied on the basis of actual use of re- 
yuurces for the various activities, and full consideration is given to changes in 
tores, worl process inventories, and other inent asset and liability ac- 
yunt Mint revenues are deposited into the general fund of the Treasury and 
an annual appropriation is rec ested for operating expenses tevenues for the 
fiscal year 1954 are estimated at $73,600,000 and an appropriation of $5,300,000 
requested for that year 


LANGUAGE CHANGES 


\ change in the language of this appropriation is requested to permit replace- 


ment of a station wagon used for transporting guards between Elizabethtown, 
Ky., and the gold bullion depository at Fort Knox., Ky Elizabethtown is the 
nearest point at which living accommodations are available. 


ANALYSIS OF APPROPRIATION BASE 
Manufact ire of coins 

A reduction of $25,000 is shown for the coinage activity based on anticipated 
savings resulting from management improvement program projects. Approxi- 
mately 50 percent of the savings are expected to result from improvements 
adopted during the past year, which were in effect for only a part of the year, 
including increased production from dies and collars; improved operation and 
maintenance of coin presses; and installation of overhead conveyors. Additional 
savings are expected to result from projects to be effected in fiscal 1953, including 
mechanization of coin blank reviewing operations; installation of automatic strip 
gauge on 18-inch finishing roll; and improved handling of coin blanks from blanking 
presses. 

An addition of $25,000 is also shown for the coinage activity as the above 
savings are being “plowed back”’ into coinage operations to partially offset the 
cost of wage increases granted to per diem employees in 1952, which will be in 
effect during the entire fiscal year 1953, and other cost increase factors. 


EXPLANATION OF ESTIMATES 


1. Manufacture of coins (domestic) 


Annropriation bese for 1066. ac ¢ ccwccdeseeests-<cses- : $2, 676, 900 
Budget estimate Jor 1954 ae a, g 2 Scott, Oe Loe 
Increase over base______-_ ae — a iui oe 475, 000 


The manufacture of domestic coinage is the major activity of the Bureau of 
the Mint. Coins are ordered from the mint by the Federal Reserve banks in 
quantities required for the country’s business transactions, and the volume of the 
coinage program is therefore determined by the public need for coins. 

Coinage production during the fiscal year 1952 amounted to 1,551,096,448 
pieces with total cost of $2,561,768. During the early part of the year, there was 
an acute shortage of coins and numerous complaints were received from banks all 
over the country for additional supplies. The demand for l-cent pieces was 
unusually great at that time and, within the limits of available supplies of copper 
a major portion of production facilities was concentrated on that denomination. 
Later in the year the demand changed from the 1-cent piece to the silver denomi- 
nations and production was shifted accordingly. Coin shortages existed in one 
denomination or another during most of the year, and coins were frequently 
rationed by the Federal Reserve banks and the Treasurer of the United States. 
At the end of the fiscal year, the mints had a balance of 243 million pieces on hand, 
however, because of the shift in demand to the silver denominations this inventory 
consisted chiefly on I-cent pieces and approximately 89 percent were of that 
denomination. 
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During the past several years a large number of management improvement 
program projects have been put into effect whicl tial reduc 
, tions in coinage production costs. Many of the 1 1 from 
purchases of new types of equipment hich per ( \\ ith 
fewer employees Although salary costs in int service ive increase 
appre ximately 75 percent since 1946, coinage | on costs are actually ver 
today than they were six years ago Additional progress was ide in this pro 
f during the past year and further cost reductions were effected in 1952 \ 
cou parison of costs is given in the following tabl 
Coinage production costs, per 1.000 piece fo 1QGLE ] M51, and 19 
i 
1946 : ¢ ¢ ¢ 
19 
1952 ! 
} 
Moder lt 1 rollir ( | t ] | 
LTii¢ i ) t( po 
( nm the i bringir ( } 
\ h designed p | ) ) 
t e adoption oi: wider ingots a oO Phi D 
M perfe i 
I i I snd IMproves ethoad 1 ( 4 i | 
DeT qnuipment Iva int i made porta 
eT reductions 1 ( na + 
\ pre\ siv indica the efl ( I l 
) reflected in the r ad f ' Co ) ) f ‘ 59 
The coi progra ori | 1 fo f Q ed 
the higher actual unit st Oo! 951; t rog! ( } 
+ } le ve oO lerati ; wa ; i p 
ir a roducti of a er port tine outy it 
Denver Mint lst | f or ’ sl to act 
1952 oI h def ' . 
\ ur ba ot wag rea ra ad to per } 1952 
Oo f coi 7 iat s mig! j . . 
ipa that mana ent proj ‘ rddi 
he effected during 
CoO T The 10 ) f 
Funds available in t fisc r 19 
from 1952, a v for producti t 1.500.000.00 
pr b 1 < 1) 
\ ( | . } 
ever, OF S r ¢ ns a ! I | 
ently ( hose deno 
co ! t cont i i rod he 
lhe l awe pYroerTar { t 
the same ley 1s ! } 1 
1,500,000,000 coins at t} i i l 195 1 
on the as ption that | f tiv ( i 
out 1954 
The f wing tal t Ss ento prod 
tl fiscal vears 1953 and 1954 4 lia ce nota uf é t 
luring the fiscal vears 1953 and 1] j it tual deliveries du 12 
years 
Produ on, detlive and inventory sun l f ¢ j ? ; 
Inventory beginning fiscal year 1953 243, 000, 000 
Estimated production, fiscal years 1953 and 1954 3, 000, 000, 000 


Total pieces available for delivery 3, 243, 000, 000 
Estimated deliveries, fiscal years 1953 and 1954 3, 000, 000, 000 


Estimated inventory, close of fiscal 1954 243. 000. 000 
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Comparison of actual deliveries of coins during the period 1941 to 1952 with estimated 


delive dur ing the fiscal years 1953 and 1954 
Number of pieces 
Fiscal vears: delivered 
1953 and 1954 estimated deliveries per year (average) _-- 1, 500, 000, 000 


1952 
1951 actual deliveries 
1950 actual deliveries 
1949 actual deliveries 
1948 actual delive 
1947 actual deliveries 
1946 actual deliveries 
1945 


actual deliveries 


res 


actual deliveries 
1944 actual deliveries 
1943 actual deliveries 
1942 actual deliveries 


1941 actual veries 


Coinage activity 
produce 1. coins 
the following 





h, 
i 


359, 
522, 
494, 
995, 
094, 
390, 


: 
1, 
2, 106, 
2 
2 
1, 
1, 
l, 


819, 000 
678, 000 
963, 000 
769, 000 
941, 000 
354, 000 
859, 000 
259, 000 
, 309, 032, 000 
773, 663, 000 
664, 027, 000 
547, 122, 000 


, 989, 


during the fiscal year 1952, with opening inventory, coins 
livered and balance at the end of the fiscal year, is shown in 


Coinage activity at the United States mints, fiscal year 1952 


[Pieces] 


Balance on Coins pro 
Den atior hand July 1, duced fiscal 
1951 year 1952 
1 cent 29, 448, 987 1, 062, 486, 004 | 
5 cent 19, 142, 951 76, 892, 000 
10 cent §24, 3452 260, 028, 617 
25 cent 1, 264, 463 95, 619, 917 
50 cent 935, 128 56, 069, 910 | 
Total... 51, 315, 882 | 1, 551, 096, 448 | 
i 


The following tabulations show 


Actual domestic coinage 


Number of 


Denomination pieces produced 





actual production and costs in 
sstimated production and costs during the fiscal years 1953 and 1954: 


Balance on 
hand June 30 


Coins de- | 
livered fiscal 





year 1952 1952 
875, 211, 068 216, 723, 023 
80, 824, 824 6, 210, 127 
831 13, 683, 139 
36, O85 2, 348, 295 
53, 376, 288 | 3, 628, 750 
1, 359, 818, 996 | 242, 593, 334 


im — — 


1952, and 


Fiscal 1952 


Cost per 
thousand 
pieces 


Total cost 


1 cent... 1, 062, 486, 004 $1. 10 $1, 173, 787 
5 cent. Tn 76, 892, 000 2. 99 230, 126 
0 cent 260, 028, 617 | 1. 71 | 443, 413 
25 cent 95, 619, 917 | 3.49 | 333, 738 
a0 cent... 56, 069, 910 | 6.79 380, 704 
Total... . ; 1, 551, 096, 448 |__. 2, 561, 768 
Estimated domestic coinage, fiscal 1953 
Number of pieces Cost per thou- mn 
er nat I ‘ » 
Det uO to be produced sand pieces Total cost 
1 cent 1, 000, 000, 000 $1.10 $1, 099, 920 
ents 75. 000. 000 2.99 224, 250 
10 cent 240, 000, 000 1.71 410, 400 
25 « ts 125, 400, 000 3.49 37, 646 
50 cent 59, 600, 000 6.79 404, 684 
Total 1, 500, 000, 000 2. 576, 900 
} é 100, 000 
tal cost 2, 676, 900 





Estimated domestic co nage, scal 1954 


\ 


Number of pieces Cost per thou- 


Denomination oe . : ; otal cost 
to be produced sand | 
1, 000, 000, 000 $ $1. 099 

f 100. OOO 19 4 

ent 240, 000, 000 1. 71 4 

nts 400, 000 19 1 
ents » 600. 000 6. 7¥ 104. 684 
Total 1, 500, 000, 000 2 57H. OK 
I pment ”) 


Total cost. 


The increase from base for the coinage activity, amounting to $475,000, repre- 
sents a request for funds to permit equipment modernization at the Philadelphia 
Mint. New large-scale production equipment was installed in the Denver Mint 
1 few years ago, and production efficiency at that plant has been vastly improved 
Coinage costs at Denver have been so substantially reduced that the savings are 
already much greater than the entire cost of the new equipment Funds included 
in this request would be used for a similar installation at the Philadelphia Mint, 
and this equipment would also pay for itself in a comparatively short time through 
reduced costs. 

4 comparison of manufacturing costs at the three mints during the past year 


is shown in the following table: 


Manufacturing costs per 1,000 coins, fiscal year 1952 


Ph ladel- Denver San Fran- Aver ige 
phia cisco | cost 
$0. 85 $1.71 | $1. 10 
1. 82 5. 01 2.99 
1. 4€ 2. 36 1.71 
3. 02 4.47 | 49 
5. 24 7. 44 | ) 





Equipment for Philadelphia Mint 

Funds in the amount of $475,000 are requested to permit modernization of 
coining facilities at the Philadelphia Mint. This proposed modernization was 
liscussed by members of the subcommittee of the Committee on Appropriations 
House of Representatives, during the hearings on the mint’s appropriation esti- 
mates for fiscal 1953. Also, the committee visited the Philadelphia Mint and 
included in its report, submitted in connection with the mint’s 1953 appropriatio1 
hearing, a comment to the effect that the committee would look with favor upor 
a request for funds to modernize coinage operations at Philadelphia 

There has been a need, for many years, for a new mint at Philadelphia \ 
due to the need 


I 


request was made for such mint immediately after the war, but 
for veterans’ housing, the mint proposal was deferred. Finally, the purchase of 
a site for a new mint was authorized by Congress, but before the site could be 


purchased and plans completed, the Korean conflict developed. Conseq 





construction of a new mint at Philadelphia has been delayed for an indefinite time 
Many studies have been made for modernization of the old mint build 
Philadelphia, but these proposals were extremely costly due to thi t 
structural changes required. The proposal submitted with this request does not 
‘all for any structural changes other than minor one 

The present Philadelphia Mint process is based on casting and rolling a 30 
pound bronze ingot. Because of the large number of 30-pound ingots processed, 
and the number of operations performed on each ingot, a considerable amount of 
abor is required in the melting section, and also in the rolling section where the 
ingots are hand fed through the rolling mills a number of times to bring them down 


to required thickness. Funds included in this request for Philadelphia would be 
used to mechanize operations in the melting and rolling divisions at that plant. 
Under the proposed procedure, a 400-pound ingot would be used and all manual 
handling eliminated. Operations would then be quite similar to those at the 
Denver Mint where 400-pound ingots are mechanicaily processed 
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amp son f the present electric furnaces, rebuild one 16-inc} 
ikdown mull,” rebuild a second 16-inch rolling mill into a 
’ lired annealing, coiling, and handling equipment. If 
ted at a later date, all this equipment ¢ vuld be moved to th 
ikd I f the principal items follows 
t of moder ng Philadelphia operations 
OF 4 ELECTRIC MELTING FURNACES TO CAST 
400-POUND INGOT 
ric furnaces, hydraulic lifts, platform, electrical 
$46, 500 
30, 000 
2, 025 
nes, cor OI 27. 300 
9, 200 
( 7, 000 
ent total a+ 122, 085 
OF 2 ROLLING MILLS FOR MECHANICAL HANDLING 
( } ) I 
f reakd mn’? $47. 800 
51, 000 
22? OOO 
‘nstal 32, 000 
rnace 82. OOO 
I 1 O00 
, 000 
x alae: Si ied 700 
840 
7. 000 
3. 450 
6, 185 
392, 975 
O atio 175. 000 
: sed on estima received on an informa! 
wv to « i revisions wl firm bids 
’ i basis 
t ( ipment, the Philadelphia Mint is expected to pro- 
ra mMNYroyY tely 300 million pieces per vear The 
ece After moder! zation, based on produc- 
vith fewer employees, it is estimated that annual 
to $120,000 and manufacturing costs would decrease to 
er ¢ i \t that rate. it would require only 4 vears 
ial t ntire moder ation cost If production should 
ild also incre » and the cost of equipment would be 
ire based on l-cent production only Operations at 
ll } uite similar to those currently conducted 
The equipment at Denver was purchased primarily for 


however, it now being used for silver denominations and 
st reductions have been realized for those denominations 
erefore expected that the Philadelphia Mint will also 

I er and nickel coins, increasing the savings indicated 
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Refining costs of gold and silver per gross ounce, or thousand gross ounces, 
are not computed because of the wide variation in the quality of bullion processed 
which directly affects costs. Bullion containing a high percentage of gold, and 
low base content, is processed through the electrolytic cells within a short period 
of time, and with minimum handling; whereas, bullion containing a small amount 
of gold, and high base content, would require much additional work for melting, 
remelting, blending, etc., and would require treatment in the electrolytic cells 
for a much longer period of time. 

It is anticipated that the refinery activity will be continued at the same level 
of operations during the fiscal years 1953 and 1954. Stocks of unrefined bullion 
at the Denver Mint have been increasing and approximately 55 percent of all 
unrefined gold in the mint plants is now held at Denver. It is planned therefore 
to operate the electrolytic cells at Denver and discontinue refining operations at 
San Francisco where unrefined gold stocks amount to about 12 percent of mint 
holdings. Refinery employees at San Francisco will be utilized for additional 
coinage production. Fire-process refinery operations will be continued at the 
New York office, together with platinum refining for stockpiling purposes on a 
reimbursable basis. 

As will be noted from the following table, the backlog of unrefined bullion on 
hand in the mints and assay offices, which is already too large, increased during 
the past year. This material should be processed through the refineries at an 
early date. 


Stocks of unrefined bullion at close of fiscal years 1949, 1950, 1951, and 1952 


. Gold (fine Silver (fine Total (fine | » . 

Fiscal year ounces ounces ounces) Total (tons) 
1949 28, 917, 982 16, 048, 049 44, 966, 031 1, 542 
27, 806, 905 14, 864, 939 42, 671, 844 1, 463 
1951 28, 220, 146 16, 624, 328 44, 844, 474 1, 538 
1952 28, 058, 334 18, 695, 833 | 46, 754, 167 1, 603 


5. Executive direction 
Appropriation base for 1954 ‘ Shea et acia Ga ee ate ee $124, 600 
Budget estimate for 1954 : aoe ee eee ae 124, 600 


Increase over base__-__- 


The cost of this activity, amounting to $118,100 in 1952, includes the salaries 
of the top executive and assistant in the large mint offices, and the head of each of 
the smaller offices. Vacancies which occurred in two of the top executive positions 
during the past year have been filled, and the cost of this activity is estimated at 
$124,600 for the fiscal years 1953 and 1954. 


INVENTORY CHANGE 


Accrual accounting methods are employed in the mint in order to correctly 
reflect the actual cost of the manufacturing type operations conducted in the 


various activities. A comprehensive cost accounting system, which is an integral 
part of the general accounting system, is used to determine the cost of each ac- 
tivity. The accounting system is maintained on an accrual or cost basis and the 


mint’s budget is presented on the same basis, reconciled in total with obligations. 
Full consideration is given to changes in such items as work-in-process, stores, 
accrued annual leave, unliquidated obligations, etc. 

teconciliation factors included in the inventory change figure for the fiscal year 
1952, amounting to $127,384, are presented in the following table: 


Analysis of inventory changes 


Accounts receivable fs , . __. $22, 050 
| ll ished goods - 21, 030 
Stores , csten a 10, 982 
W ork-in-process : ae 12, 473 
Equipment 100, 562 
Unliquidated obligations : a 66, 381 
Accounts payable oan ae 6, 074 
Annual leave 7 ; : 51, O78 


Other liabilities hd Fm 2, 934 


Total inventory change___._________- ae Sa a ak we an San, aoe 
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Mr. CANFIELD. We are glad to have before us today Gov. Nellie 
Tayloe Ross, Director of the Mint; Mr. Leland Howard, Assistant 
Director of the Mint; Mr. Timothy E. Russell, Chief Accountant; 
and Mr. Frederick W. Tate, Assistant Chief Accountant. 

Governor Ross, do you have a statement that you are prepared to 
make at this time? 

GENERAL STATEMENT 


Mrs. Ross. Mr. Chairman and members of the committee, coinage 
orders from the Federal Reserve banks and branches have continued 
heavy throughout the first 6 months of the fiscal year; heavier than 
in any period since 1946. Despite the fact that the mint has turned 
out coins at the rate of 31 tons a day on the average, it has been im- 
possible at times completely to meet the orders of the banks, not for 
lack of facilities but for lack of operating funds. It has been fre- 
quently necessary for the Treasurer’s office and the Federal Reserve 
banks to ration available supplies of coin and to shift balances from 
one locality to another, at extra cost to the Government. At the end 
of the calendar year all reserve stocks were practically exhausted in 
all denominations at all the mints. 

The appropriation asked for 1954 is $5,300,000, which includes 
operating expenses in the same amount as granted for the current year. 
The additional $475,000 is sole ‘ly to provide medernized equipment 
at the Philadelphia Mint. The same coinage program as that of the 
current year is contemplated in the estimate. We feel that it is the 
very minimum which we can safely present, inasmuch as there is no 
apparent reason for assumption that business activity will decline 
from present levels. The estimated cost of other activities of the 
mint in 1954 pertaining to the receipt of gold and silver bullion, the 
safeguarding of monetary metals and coins, and the refining of gold 
and silver is the same as that of the current fiscal year. 

The Bureau of the Mint, you may recall, has for a number of years 
been persistently pushing a general improvement program through- 
out the Service. A group of key officials representing the Director’s 
office and all of the mints have gone through the field surveying and 
studying problems and conditions in every operating plant to adjudge 
the soundness of varying methods of performing given functions 
Their conclusions have formed the basis upon which unification of 
procedures has been effected, generally speaking, and important in- 
novations made. 

Complete unification is not possible because of differences in physical 
conditions in the various mints. The results of this policy can best be 
stated in figures showing reductions in operating costs. Since the 
fiscal year 1946, the manufacturing cost of coins, considering all 
denominations, has been cut from $19.87 per 1,000 pieces to $16.08, 
which is practically a 20-percent reduction, and this despite a 75- 
percent rise in the cost of labor and supplies in the same period. 

My appearance before this committee today is the last | shall make, 
inasmuch as my Government service is nearing an end. I express 
sincere thanks to this committee for the sympathetic attitude it has 
shown in past years to the problems of the —_ as we have laid them 
before you. Had provision not been made by appropriations sanc- 
tioned by you for the expansion of mint facilities and much modern 
equipment, in this period of unprecedentedly heavy pressure upon the 
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mint, the immense production of coin of late years would have been 
impossible of accomplishment. Records show that 67 percent of the 
entire output of coins, since the mint was established in George 
Washington’s administration, has been made and sent into the chan- 
nels of business during my tenure as Director. 

The Government’s investment in modern rolling and melting equip- 
ment for the Denver Mint has yielded profit beyond all our expecta- 
tions. This equipment, together with revised operating methods has 
been the chief factor in bringing down costs. The mints at Phila- 
delphia and San Francisco obviously cannot compete with Denver in 
the matter of operating costs, because of the physical advantages at 
Denver. These two mints have, however, made very important 
advances in efficiency, through improved installations and methods, 
chiefly of their own devising 


A prime objective during my tenure, to which my mint associates 
have lent able support, has been to bring the mint into step with the 
entific proeress seen in other fields of effort. Before World War IT, 

e endeavored, with the support of the Treasury Department, to 
acquire a modern mint in the middle part of the country, built on a 
lined factory plan, but without success. Immediately after the 

rught and secured authorization from the Congress for a new 
mint at Philadelphia, with up-to-date equipment. Shortages 

of buildi meteriols incident to the defense program and other 
Government needs thwarted for the time being the consummation of 
that underts y Inasmuch as construction at Philadelphia will at 
hest be for some time deferred, we are asking for funds in this budget 
to pro le for the Philadelphia Mint equipment similar to that a 
Deny on a modified scale, which we find can be crowded into the old 
build without extensive structural changes and can later be moved 
into a new buildin We estimate that in about 4 vears’ time the 
ed ipment would pay for itself in reduced operating costs. This 
saving is predicated upon a very conservative annual production. If 


production should inerease, the savings would increase accordingly. 
Complete details of this proposed 1 roject are outlined in this budget. 
An intensive study has been made of conditions at San Francisco to 


determime what st can be taken there at justifiable cost to provide 
Stl } nN od Prizi tion of ed Lome nit as will conduce Lo reduced coinage 
( Specialists from prominent suppliers of melting and rolling 

ipment, and engineers from the Public Buildings Administration 
have collaborated with mint technicians on this study. At San 
Francisco, I regret that an item providing for the needed changes in 
equipment could not have been included with this budget. 

You will recognize, I believe, that economies that have resulted 
from the new equipment at Denver, which provides speedy automatic 


handling of heavy materials in place of the slow manual method, points 


to the wisdom of abandoning outmoded machinery at the other 
mints, as fast as is feasible in your judgment. 

Comment has been made by members of this committee upon the 
degree to which the large productive capacity at the Denver Mint 
has been and could be utilized. Last fiscal year we did produce there 
about 60 percent of the total coinage in the interest of both speed and 
economy. It is clear that if there were no other factor to be taken 
into account except that of sheer economy, a large portion of the 
country’s needs could be met at Denver on an extra-shift basis. It 
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would, however, seem to be dangerous policy to cripple coinage 
operations in either of the other mints by withdrawing from them 
trained, skilled technicians and workers in this period when it is 
generally regarded, I believe, fortunate that coinage production is not 
contealisied in one plant. Shipping costs are also important to be 
onsid ered. 

Ship yping costs from Denver to the central part of the country are 


about the same as from Philadelphia. The Philadelphia Mint though 
is located in the heaviest ind istrial area Its region, extendas up al d 
lown the eastern seaboard It is logically the place where coins should 


he produced on a large scale, if it were suitably equipped to do so 
economically. 

The needs of the Pacific coast do not now approach those of the 

stern area, but it is a well-known fact that industry is growing 
rapidly in that section. Coinage needs may be expected to increase 
accordingly. 

In view of the acute need at the Philadelphia Mint for such improved 
facilities as will permit a large augmentation in coinage production at 
costs below that which is possible under present conditions, I hope 
your committee can see its way clear to add the $475,000 asked for 
Philadelphia to the appropriation granted for overall operating 
expenses. 

| would emphasize that since this budget was prepared increases 
for our per diem workers have been granted by the Treasury Wag 
Board, and there is no provision made in the budget for that expense 
The amount is $147,000 for the fiseal year 1954 


RETIREMENT OF DIRECTOR 


Mr. Canrietp. Governor Ross, I think we all feel somewhat 
sentimental this morning. I know that I speak for every member of 
the committee when I say that we are sorry to learn that you are 
leaving the mint. 

How long have you been Director of the Mint? 

Mrs. Ross. It will be 20 years at the end of April when my fourth 
5-year term expires. You know my term is fixed by statute, and I 
am now finishing the fourth term. 

Mr. CanrieLtp. You came here from your own State of Wyoming 
where, I believe, you once served as Governor; in fact, the first 
woman governor of any sovereign State; is that not true? 

Mrs. Ross. Yes, Mr. Chairman. I became the first woman gov- 
ernor in this way —I always have to make a little explanation of that. 

Governor Ferguson of Texas and I were elected the same day in 
November, but the laws of Wyoming provide for an earlier inaugura- 
tion than do those of Texas, so I was in the office and functioning 
before she was inaugurated. I have forgotten the exact number of 
days, probably 2 weeks or something like that, which made me the 
first woman governor. 

Mr. CanrteLp. When does your term as Director of the Mint 
expire? 

Mrs. Ross. The last of April. 

Mr. Canrrevp. Has a successor been named? 

Mrs. Ross. I have not heard of anybody’s name being advanced. 
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RATIONING OF COIN 


Mr. Canrreip. Governor, you tell us that during the last year it 
has frequently been necessary to ration supplies and ship balances of 
coin from one place to another. Will you elaborate on that and tell 
us of the mechanics involved? 

Mrs. Ross. Mr. Chairman, that was not for a lack of physical 
facilities. We have the facilities to produce all the coins that are 
required, but our operating eget were short and we had to resort to 
every expedient we could to produce a amount necessary—I can 
hardly say to satisfy the te of the Nation because they were not 
really satisfied—that got us by until new appropriations were available. 


SHIFTING OF BALANCES 


Mr. Canrrevp. Shifting balances means what? 

Mrs. Ross. That means the Federal Reserve would ship coin from 
one bank to another, where one bank would have more than was 
absolutely necessary and another one was in great need. They would 
ship them from one place to another. 

Mr. Howarp. For example, if they had 5-cent pieces in Richmond 
and they needed 5-cent pieces in Baltimore, they would shift from the 
Richmond branch to the Baltimore branch that denomination. 
Sometimes they shift to greater distances. 

Mr. Canrietp. And of course that involves additional costs? 

Mr. Howarp. Yes, the shipping costs. It is quite expensive to 
ship coins. When you get into the lower denominations you are 
getting a terrific amount of weight for a small amount of value. 
One thousand pennies weigh almost 7 pounds, and that amounts to 
only $10. 

RESERVE STOCK OF COINS 


Mr. Canrie_p. Governor, you also tell us today that at the end 
of last year all reserve stock of coins was practically exhausted. 

Mrs. Ross. For the first 6 months the demand was so heavy we 
were shipping out as fast as we produced, so we came out at the end 
of the year with practically no balances. I am talking now about 
the calendar year; the end of the first 6 months of the fiscal year. 

Mr. Canrievp. Has that happened often in the past? 

Mrs. Ross. In recent years we have been having this pressure. 
During the war we had terrific pressure on us and just as fast as the 
coins were produced they were sent out. Right after the war there 
was a brief period when we had a recession in the demand, and then 
about the time of the Korean outbreak and the building up of defenses 
and the veterans’ housing program getting under way, and when the 
people started extraordinary buying over the country, there started a 
demand, a heavy demand, the heaviest there ever has been except 
at the peak of World War II, which was in the year 1945. 

Mr. CanFreLp. What would happen if you did run out entirely of 
your reserves? 

Mrs. Ross. You will remember one thing that happened. There 
were very bitter complaints from the banks about a year and a half 
ago, or a year ago, when we were short of coins. We could not fill 
the orders of the banks. As I say, I do not want to give you the 








impression it was because of a lack of facilities, but a lack of operating 
funds 

Mr. Howarp. This past year, the period Mrs. Ross is talking about, 
the 6-months period at the end of the calendar year 1952, we delivered 
more coins during that period than any year since 1946, ed in 1946 
ve delivered over 2 billion coins. The banks did not have large 
balances. The coinage demand is very difficult to estimate and we 
do not want to say if you do not give us the money something is 
‘oing to happen, because the coin demand can go either up or down 

Mrs. Ross. It is going pretty steadily up, and has been all these 
recent vears. 

Mr. Howarp. One point that I want to make is this: at the end 
of February of this year we had an inventory of about 162 million 
coins. On the same date last year we had an inventory of 277 million 
coins, so our inventory in the mint is down about 115 million. 

The Federal Reserve bank balances at the end of February of last 
vear were around 638 million pieces, and in 1953 457 million pieces 
They are down 181 million. ‘Together with our decrease in inventory 
and their decrease, we are down about 296 million coins. 

Now, that is just an indicator as to the status of our balances, both 
in the Federal Reserve and in the mint. Now, in addition, there is 
another indication here—it is not clear what it means—but I think it 
means that coins are going out. On January 15, 1952, the Federal 
Reserve banks had 371 million coins. B 
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sy February 27, 1952, they 
had 638 million. In other words, they built up balances during the 
period after Christmas and they doubled them. In 1953, January 15, 
there were 364 million coins, or slightly less than last year, but by 
February 27 there were only 457 million coins in the Federal Reserve 
banks; in other words, about 200 million less than at February 27, 
1952, so we have not had that buildup. That accounts for the decrease 
in balances in the Federal Reserve banks. 

There is a good indication, therefore, that we are in for a run on 
coins starting in May and June and going on up through the Christmas 
period. There is only one thing, in my opinion, that would affect that 
and rng would be a decrease in business. Right now, there does not 
appear to be any decrease in business. Business conditions are 
stic ies pretty well. There are soft spots here and there, but they 
seem to be ironing out, and where there is a soft spot one place it 
picks up elsewhere. 


COINS IN GREATEST DEMAND 


Mr. CANFIELD. Your No. 1 demand, of course, is for the 1-cent coin? 

Mr. Howarp. Yes. That is 60 percent or better. Mr. Russell 
points out that those are the denominations that are down the most, 
the 1-cent coins and the 5-cent coins. 

Mrs. Ross. When you divide those inventory figures by all the 
denominations, it means a very small balance, and when you spread 
them out over the three regions, it means a small amount of coins. 


RETURN OF COINS TO THE PHILADELPHIA MIN 
Mr. Canrie.p. Referring to the 1l-cent coin, you will recall the 


statement made to this subcommittee by the Superintendent of the 
mint at Philadelphia when the committee visited that mint sometime 











BYE: 


back, that there had been an extraordinary return of good 1-cent 
coins 

Will you tell us about that picture today? 

Mrs. Ross. Mr. Chairman, we regret extremely that something 
was said over there that gave you a complete misunderstanding of 
what the facts were. In the hearing which followed on a deficiency 
appropriation—and it was one of the few in 20 years that I did not 
attend—when the subject was brought up, Mr. Howard and Mr. 
tussell were taken completely unawares because they did not have 
that matter in their minds at all. But the answer they gave you was 
founded upon an investigation of the facts, and upon a complete 
analysis of them, to be the correct answer except that the picture 
was still better from our standpoint than they presented it. Mr. 
Russell told you right offhand that he thought it would be about 
one-half of 1 percent, did you not, Mr. Russell? 

Mr. Russeuu. As I recall; yes. 

Mrs. Ross. The analysis proved it to be two-tenths of 1 percent 
that had been found to be fit for further circulation, which is a very 
wide variation from the impression you got that 30 percent of them 
were good coins that were melted up. 

Now, that analysis was taken from a review of every report that 
had gone to the Treasurer’s office and been signed by responsible 
people in the mint; the Superintendent, or the Assistant Superin- 
tendent. And the Assistant Superintendent said that she had scru- 
tinized every report that went out. In instances where she saw there 
were not reported any good coins, she would call up the officials who 
were handling the reviewing and say, ‘‘How does it happen there are 
no good coins in this lot?” They would say, ‘‘Because there were 
not any.” 

There is no question at all that the statement we have given you 
is correct on that. It was just a complete misunderstanding that 
you derived from something that was said. 

We do not say that you were not justified in getting the impression 
that you got, but that impression was erroneous in any case, and 
we just regret it. 

Let me tell you this, the fact is that if all the coins that were sent 
in as uncurrent had been fit for further circulation, if they had not 
been sent in at all, it would not have made any appreciable difference 
in the coin demand. Altogether they amounted to only about 50 
million pieces. 

Mr. Howarp. That year we delivered 1,350 million. Our percent- 
age of uncurrent coins returned runs around 3 percent of coins 
delivered. [might say when we do find good coins we put them back 
into circulation. 
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DETERMINATION OF GOOD UNCURRENT COINS 


Mr. CanrreLtp. How do you determine what is a good coin? 

Mrs. Ross. Just by scrutinizing them. After this episode I went 
over to Philadelphia and I saw some of these bags opened, where coins 
were sent in as uncurrent, and spread out on the table. I wish you 
could have seen them. They were so much worse than I expected 
them to be. They were utterly unfit for circulation, so I am sure you 
have no real reason for further concern about that matter because 
there are not coins being melted up that are fit for further circulation. 
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DETERMINATION OF AN UNFIT COIN 


Mr. Howarp. You asked how we determine an unfit coin. It 
starts in a bank. It starts usually in a bank, other than a Federal 
Reserve bank. The cashier will see coins which he thinks are bad and 
should not be in circulation. That bank will in turn send those coins 
to a Federal Reserve bank and the Federal Reserve bank in turn will 
scrutinize them and send them to us and we in turn scrutinize them 

It just so happened that about 6 months before the hearing last 
vear this question came up. We had given a terrific amount of study 
to the uncurrent coin problem because we found out from our cost 
firures—Mr. Tate found out—that we were spending too much money 
reviewing coins; in other words, that we were spending considerable 
sums, say, 50,000 coins would come in, and we would spend quite a bit 
reviewing them. Mr. Russell worked on that considerably trying to 
find some way to review coins by a sampling process instead of review 
ing all the coins. Up until that time we had been reviewing all the 
coins. 

I offer one suggestion as to how this problem arose, and that is, that 
some of the men who lost their jobs reviewing coins may have given an 
impression to the superintendent that was passed on to you, but I 
think they had in mind getting their jobs back. That is the only 
explanation we can give as to how it happened. 

Mrs. Ross. Regardless of what was said in Philadelphia, the facts 
are as we give them to you, and you can depend upon them, Mr 
Chairman. 

Mr. CANFIELD. We are glad to hear that, Governor. The fact is 
also that the superintendent in Philadelphia did give us the 30-percent 
figure. It was not given to one member of the committee; it was given 
to all the members of the committee. Of course, we became disturbed 
about that. 

Mrs. Ross. I can understand. 

Mr. CanFrie.p. I believe as a result of that episode you circularized 
the banks. 

Mrs. Ross. We did, indeed. They wrote back, and a good many 
of them were very much concerned about your getting such an 
impression and stated how small the amount relatively was that 
they had sent back. 

Mr. Canrietp. I think it is agreed, is it not, that some of the 
banks have been careless in this respect in the past. 

Mrs. Ross. I would say to a negligible extent, not to any important 
extent. 


REQUEST OF FUNDS FOR IMPROVEMENTS AT THE PHILADELPHIA MINT 


Mr. CANFreLp. You are asking for the same funds that were 
allotted to you last year, excepting you are seeking $475,000 for 
improvements in the mint at Philadelphia. 

Mrs. Ross. Yes, sir. 

Mr. CANFIELD. Improvements which you believe will promote 
efficiency and help Philadelphia do a job, somewhat akin to that 
being done in Denver? 

Mrs. Ross. Yes, that is our idea. And we think it will result in 
very substantial savings in operating costs in a relatively short time. 
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[f that equipment should pay for itself in 4 vears, as we estimate, 
would be important to the Government, the savings that would 
be effected. 

Mr. Canriextp. I take it from your testimony this morning that if 
it were necessary the mint at Denver could process all the coins, or 
almost all the coins necessary? 

Mrs. Ross. A very large proportion of the coins. I would not say 
“all the coins,’”? Mr. Chairman, but it could produce a still larger pro- 
portion of them than it does ee As I have pointed out, in these 
uncertain times, it is regarded, I believe, a fortunate circumstance 
that we are not dependent conf any one mint in the country to 
supply the Nation with coins. 

The shipping costs, as I have said, are an important factor. The 
Philadelphia Mint, being in the heaviest industrial area in the country, 
would seem to be the place where we should expect to produce coinage 
in large volume. 


NEED FOR MODERN EQUIPMENT AT SAN FRANCISCO MINT 


Mr. Canrrevp. Referring to the operations at San Francisco, you 
say this morning: 


I regret that an item providing for the needed change in equipment could not 
have been included in this budget. 

What is the San Francisco story? 

Mrs. Ross. San Francisco could use modern rolling equipment and 
modern melting equipment to great advantage, but you know very 
well we are trying to cooperate with you in holding down the expendi- 
ture of money, and we have been given to understand it was not desir- 
able to include that in this budget. That is, to include any provisions 
for cag soon the equipment at San Francisco. 

Mr. Canrieip. For the purposes of the record, what costs would be 

involved in a modernization program? 

Mrs. Ross. I cannot tell you offhand what the cost would be on 
that. We have not gone so far as to get bids on equipment at San 
Francisco because we felt you were not ready for us to go to that 
extent, but we have made a very complete study of what can be 
done at Philadelphia. 


PROCESSING DEPOSITS AND ISSUES OF MONETARY METALS AND COINS 


Mr. Canrieip. The second item in your justification is for pro- 
cessing deposits and issues of monetary metals and coins. 

Will you discuss that briefly? 

Mrs. Ross. That does not vary as much as the coinage operation, 
and we estimate the cost will be about the same as that of this year, 
$912,300. 

Mr. Canriexp. In your justifications you say— 

The deposit activity includes the cost of receiving deposits of gold and silver 
bullion from the public; disbursement of gold bars for industrial, professional, 
and artistic use, and other purposes. 

Mrs. Ross. The expense does not vary much with regard to those 
functions. 


Mr. CANFIELD. Please discuss the item. 
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\irs. Ross. That means we take in deposits of gold and silver from 
the public and process them. All the gold that comes in must be 
melted, and a large part of it refined. It must be protected. This 
does not, however, include the refining operations It relates to the 
ntaKe of cold and silver. 

Mr. Howarp. Under the law, Mr. Chairman, we are required to 
purchase all gold that is offered to us if it meets certain requirements. 
[hat includes both domestic newly mined gold, which runs about $70 
million a year, 2 million ounces, and also includes foreign gold that is 
offered to us in payment of international balances. This item covers 
both of those. It also covers the paying out of gold where we sell 
bars for industrial uses here in the United States, or where we pay 
out bars to settle international balances. 

Mrs. Ross. And there is the cost of enforcing the regulations that 
relate to transactions in gold and silver. 

Mr. Howarp. Also, the shipping and storing of bullion. That 
does not mean protection; that means the physical labor of storing, 
ind so forth, and the annual settlements, the inventories we take at 
the end of the vear to see that all of our values are there. 

Mrs. Ross. Which is a vecy substantial expense. 


INVENTORY OF GOLD AND SILVER ASSETS 


Mr. Canrretp. Governor Ross, will you tell us now about the 
recent inventory taken of the gold and silver assets. 

Mrs. Ross. I will be very glad to tell you. 

Mr. Chairman, the committee handling that inquiry into the amount 
of values in our custody was appointed by the incoming Secretary, 
with the sanction of the outgoing Secretary, and it is in a sense his 
committee, but of course, I feel that any questions you ask me | 
should answer, and answer satisfactorily. I am very happy to tell 

uu that L know the results and I know that the gold is all there that 
was represented by our records as being there, down to a fraction of an 
ounce. ‘That is what you wanted to know is it not? 

Mr. CANFIELD. Yes, that is very good 

Mrs. Ross. There has never been any question in my mind but 
that the vold was there, just as we have represented it was, because 
of the tight controls that we have thrown about it. I wish all of you 
might just know the lengths to which we go in throwing protection 
and control around those values. 

Mr. Canrre.p. Was an inventory also taken of the silver assets? 

Mrs. Ross. Well, we went through the regular settlement we have 
annually, and did make a check of the inventory of all the silver values, 
but of course the chief concern was the gold. 

Mr. Canrrevp. I believe complete approval was accorded the 
procedures of the Bureau in storing and protecting and making 
inventories of those assets? 


Mrs. Ross. Yes, su. 
TRIBUTE TO THE DIRECTOR OF THE MINT 


Mr. Gary. Mrs. Ross, I want to say that I am very sorry indeed 
that you are leaving the Bureau of the Mint. 
Mrs. Ross. Thank you, Mr. Gary. 
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Mr. Gary. I think that vou have done an excellent job. Your 
record has been a great credit to the women of the country. You 
have demonstrated that a woman can fill a high Government position 
with ability, decorum, and success. 

It has been my pleasure as a member of this committee to visit 
the mint at Philadelphia and also the mint at Denver. While vou 
have a much more efficient operation at Denver because of the better 
machinery and facilities there, both places reflect the results of good 
management. 

I want to congratulate vou and say it has been a very great pleasure 
to work with you. | hope’ vou are going to enjoy the rest from your 
labors which you have so richly ear ned. 

Just what is the nature of the contemplated improvements in the 
mint at Philadelphia? 

Mrs. Ross. First, may I say I appreciate more than I can express 
those kind words you say about my public service. I am interested 
in having you say it has been a credit to women. I would like to 
know that it had also been a credit to my Government. 

Mr. Gary. It unquestionably has. 

Mrs. Ross. Thank you very much. 


PROPOSED IMPROVEMENTS AT PHILADELPHIA MINT 


In answering your question about what we have in mind for Phila~ 
delphia, we know that in the old building in Philadelphia there is not 
space to install a duplication of the equipment at Denver. There will 
have to be a new building before it can take equipment as large as that, 
but we have made a study of the conditions there and found that 


equipment can be crowded in of the same type as that at Denver on a 
somewhat smaller scale; and it will probably be better equipment than 
that in Denver because there have been some improvements made by 
the suppliers in what they can offer over what we have in Denver. 


COMPARISON OF DIFFERENCE BETWEEN THE DENVER AND PHILADELPHIA 
MINTS 


Mr. Gary. The chief difference between the two mints is that in 
Denver you can handle larger ingots. 

Mrs. Ross. Oh, yes; we ighing over 400 pounds. 

Mr. Gary. As against 30 pounds in Philadelphia. 

Mrs. Ross. Yes. 

Mr. Gary. You have heavier rollers at Denver? 

Mrs. Ross. Oh, yes. 

Mr. Gary. That are operated automatically. In Philadelphia these 
ingots have to be rolled through a number of times to roll them down. 

Mrs. Ross. And manually pushed through. 

Mr. Gary. To get them to the right thickness each time. 

Mrs. Ross. Down to the thickness of the coin. 

Mr. Gary. In Philadelphia that is done by hand. A man has to 
push them through. 

Mrs. Ross. And back again. 

Mr. Gary. Somebody has to take them and shove them back to 
another table and push them through another roller, and it takes a 
great deal of manpower. All of that in Denver is handled by machines? 
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Mrs. Ross. Yes, indeed. It not only saves money, but it saves 
the backs of the men, which is a very important matter. 

Mr. Gary. Then when the ingots are rolled out they are very much 
larger sheets of metal, and consequently you get a great many more 
strips out of them from which the coins are cut. 

Mrs. Ross. Yes. These long strips are coiled. 


Mr. Gary. Will you increase the size of the ingots at Philadelphia 
after you make the improvements? 


Mrs. Ross. Yes, sir. 

Mr. Gary. To what weight? 

Mrs. Ross. 400 pounds. 

Mr. Gary. The same as at Denver? 

Mrs. Ross. Yes, sir. 

Mr. Gary. What will be the chief difference between the Phila- 
delphia operation and the Denver operation? 

Mr. Howarp. It will be in the handling mostly. We will not have 
a good flow of material in Philadelphia as « ‘ompared with Denver. If 
you will recall, Denver’s operation is housed in a wing that was built 
onto the Denver Mint for that purpose. In Philade Iphia we will not 
have any structural changes of major importance except some minor 
hanes. 

Mrs. Ross. At Philadelphia it cannot be streamlined. 

Mr. Howarp. That is right. There will still be material handling 
where materials have to be taken from one room to another. In the 
Denver operation that is practically all done in the same room 
The melting happens to be on an adjacent floor. 

Mr. Gary. As I remember, there was another inefficient operation 
at the Philadelphia plant as compared with Denver. At Denver the 
ingots started in and went on a continuous flow, from one room to 
another, whereas at Philadelphia you have to transport it all over the 
building, backward and forward? 

Mr. Howarp. Although the rolling is the focus point, and there is 
where the work comes out and where the savings appear to be, the 
big saving is in the pouring of ingots and the handling of ingots. In 
Denver we melt a pot of metal and dump it into one ingot. In 
Philadelphia we melt a pot of metal and have to pour several ingots 
We turn a table around and pour one after another, or we pour into 
a casting machine, with a water-cooled mold making several small 
ingots. There is a terrific saving in the melting at Denver with the 
larger ingot. That is where the big saving is. 

Mrs. Ross. I think I should emphasize, if you will let me digress, 
that despite the fact we have not had this fine equipment at Phil- 
adelphia, they have made some very important improvements there 
in operating methods and in mechanisms that have been devised and 
installed. A great many of these innovations have served to reduce 
the coinage cost. Of course, Denver, having such vastly improved 
equipment, has done a very much larger job. The same is true of 
San Francisco, as of Philadelphia. 


NEW ELECTRONIC EQUIPMENT 


Mr. Gary. Has the development in electronics offered an.oppor- 
tunity for saving in the mints? 

Mr. Howarp. Shortly after the war, when there had been much 
development in electronics, we called in some electronic concerns to 
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study our processes, especially those processes that are expensive, such 
as reviewing coins and weighing individual pieces of half dollars and 
quarters. Out of that we had one concern that thought they could 
do us some good, and they entered into a contract and ended up losing 
quite a bit of money, and finally we had to ask the General Accounting 
Office to let them out of the contract; they could not perform. We 
then ended up contracting with the Bureau of Standards to build us 
a weighing machine. ‘That machine is nearly completed. It should 
be finished next year, and I believe we so far have put about $70,000 
into it. 

Mr. Russevy. Around that sum; yes. 

Mr. Howarp. It will increase our weighing of individual coins 
tremendously if it does turn out as we think it will, and we believe 
that it will. We have working models of it now. 

Mr. Gary. Just one machine? 

Mr. Howarp. That is just one machine. Now, the other compan) 
that I told you about that failed on some of their projects, they did 
turn out for us a couple of machines. One was a selector to select the 
wartime 5-cent piece which did not contain nickel from the regular 
5-cent piece which did contain nickel. They did develop a selector for 
us which is a great saving. 

Mr. Gary. You use a number of weighing machines; do you not? 

Mr. Howarp. Yes. 

Mr. Gary. So if you perfect a machine you would order additional 
machines and place them in the different plants? 

Mr. Howarp. That is right. 


WAGE INCREASE FOR PER DIEM WORKERS 


Mr. Gary. Mrs. Ross, you are asking for eactly the same amount 
that you did last year with the exception of this $475,000 for improve- 
ments at the Philadelphia plant. Did I understand you to say that 
since this budget was made up there has been a wage increase? 

Mrs. Ross. Yes, sir 

Mr. Gary. In which class of workers? 

Mrs. Ross. The per diem workers; those who work for a daily wage. 

Mr. Gary. My recollection is that you have no control over that 
wage scale at all? 

Mrs. Ross. No. The Treasury Wage Board controls that. 

Mr. Gary. There is a special wage board that determines that wage 
in comparison with other Government wages? 

Mrs. Ross. Yes; the prevailing wage on the outside governs the 
wage of the mint workers. 

Mr. Gary. And they have ordered an increase? 

Mrs. Ross. They have. 

Mr. Gary. And that increase will cost you $147,000? 

Mrs. Ross. Yes. That occurred after we presented the budget. 

Mr. Gary. Therefore, if that amount is not added to the budget, 
you would have to cut your production by $147,000 in order to take 


eare of it? 








ATTEMPT TO ABSORB WAGI INCREASE 


Mrs. Ross. IT am not going to be present to help spend this money, 
but we are hoping the coinage can be maintained at about the level 
that we estimate by resort to every expedient that can be devised t 
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keep expenses down. As vacancies occur they will be left unfilled to 
the degree it is possib le. Of course, there is § ae pr every effort 
will be made in the mint to hold expenses den in every direction 
and thereby enable practically the same coinage to a made. There 
may be some variation, however, in the production from that of the 
estimate. As you know, we are making a continuing effort to reduce 
expenses in the ope ‘rations of the mint We have been doing that 
for several years, steadily cutting down the cost 

Mr. Howarp. I would say in connection with that continuing 
effort, if we do not have funds to make major improvements simila 
to the ones we ask for here, we will not get outstanding savings. You 
can chip off a little here, there, and elsewhere through every means 
you can, but you cannot expect a major saving and a major decrease in 
cost without changing certain types of equipment because there is a 
limit 

Mrs. Ross. I am not sure, Mr. Gary, that you were in the room 
when I started reading the statement in wnich I said that this drastic 
reduction that we have made in operating coinage costs is due primarily 
to the funds that this committee has granted to us to purchase and 
install modern machinery. 


SAVINGS DUE TO REQUESTED IMPROVEMENTS 


Mr. Gary. When will you begin to save from the installations 
which you are requesting? 

Mr. Howarp. If you were to give us the money, it would io 
available in Juiy. We would have to contract. It would take a 
least 9 or 10 months for the delive ry of some of that equipment, aban 
the picture has changed, so we would not begin to show a saving until 
the fiscal year 1955. 

Mr. Gary. It would not help you in 1954 at all? 


COINAGE OPERATIONS IN 1953 


Mr. Howarp. I started to say, we try every means possible to meet 
the coinage demand with the funds we have. For example the first 
6 months of this fiscal year we had some foreign governments come to 
us for coins. The orders were firm. We, on the basis of those orders 
and reimbursements coming from those orders, overobligated our 
appropriated funds, so to speak, to the tune of better than $300,000 
in the first 6 months. That is ~ way we got this terriffic production 
and met that terriffic demand, by utilizing more of our appropriated 
funds in the first 6 months with the idea of utilizing our foreign 
reimbursements in the second 6 months. In other words, we did not 
apportion our appropriated funds for domestic coinage evenly through- 
out the year; we shot the works, so to speak, in the first 6 months, and 
then some, and now in the second 6 months we are busily engaged 
making foreign coins. 

For example, to make up that difference, Philadelphia is 100 per- 
cent on foreign coinage right now. Incidentally, we make all ow 
foreign coins in Philadelphia and San Francisco and not in our Denver 
mint. 

In the second half of this fiseal year we will have to do foreign work 
amounting to about $800,000 to break even. That is a gamble when 














382 


we do that because we all know we are not supposed to spend money 
and put ourselves in an overobligated position. We did it because 
we had to meet the coin demand. If for some reason we would have 
had cancellations of those foreign orders, I want to tell you there would 
have been quite a bit of firing in the mint service. We would have 
had a terrible time operating in the second 6 months with the funds 
that were left from our appropriated funds. 


PRODUCTION OF FOREIGN COINS 


Mr. Gary. What foreign coins were you producing? 

Mr. Howarp. Mostly Ethiopian and Cuban coins, but also El] 
Salvador and Honduras. The two big orders were from Cuba and 
Ethiopia. 

Mrs. Ross. It sounds like quite a liberty that we were taking, but 
we could not have made the grade if we had not resorted to that. 

Mr. Howarp. Up through February we produced 1,188,000,000 
plus coins and delivered 1,268,000,000. Even with this unbalanced 
production on domestic coins the first 6 months, we did not get even 
with the orders 

Mr. Gary. Did you operate on shifts during that time? 

Mr. Howarp. Yes, we operated extra shifts and overtime during 
that period. 

Mr. Canrietp. This foreign work you say came about through 
rather firm contracts or commitments. Will you tell us what you 
mean by that statement? 

Mr. Howarp. The government first negotiates with the Mint 
relative to the coinage, and we work out cost estimates on it. Then 
we request the government, before we consider it a firm order, to 
have their duly authorized representative here in Washington write 
a note to the State Department asking to use the Mint’s facilities, 
and that is then passed on to the Treasury Department, and becomes 
a contract and a firm commitment. You can generally tell how 
badly they need the coins and whether or not they will go through 
with it. They generally will. 

Mrs. Ross. It is in the tentative stage when they approach us and 
want to know what the cost will be and whether we can do it. We 
discuss that with them. 

Mr. Canrietp. Are these foreign governments billed the actual 
production costs of the coins purchased? 

Mr. Howarp. Yes; they are. 

Mrs. Ross. I would like to tell you that foreign governments have 
been so very much impressed with the progress that has been made in 
the mints of the United States in the way of improvements in opera- 
tion that they have sent their officials here to survey and study our 
methods and our equipment. This last year they came from Great 
Britain, Australia, Canada, and Pakistan. They have sent either top 
officials, or their highest technical men. 

[ thought that it might be interesting to you to know that the fact 
has gone well abroad that we have revolutionized coinage operations 
in the United States Mint. 

Mr. Canrievp. Is our own coinage operation prejudiced in any 
way through this extra work that you do? 
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Mr. Howarp. No, sir. We try to schedule the production of the 
coins so it comes at a time when we do not have heavy domestic 
coinage. We get our funds from two sources, so to speak —appro- 
priated funds that this committee gives us and funds that we collect 
from this reimbursable work. By getting this reimbursable work we 
are able to carry more employees on the rolls than we would be able 
to carry if we just had the appropriated funds. 

Therefore, we have available during these peak periods the trained 
employees that we can put on our own domestic coinage and turn it 
out at a more rapid rate during the peak period. Then in the low 
period, or the period we are not delivering, we can concentrate on 
foreign coins. That helps us productionwise. 

Another thing, we are helped costwise because these foreign orders 
when we prorate our overhead, they take the overhead the same as 
our domestic coins, and on certain overhead you are going to have it 
anyway, no matter how many coins you produce, and the more of 
a base you have to prorate that overhead over the smaller the amount 
goes to your domestic coin. 

Mrs. Ross. That is very important. 

Mr. Howarp. If this appropriation we are asking for this year is 
granted in full, and we do not get any foreign comage orders, we will 
lose about 80 employees just because we did not get foreign coinage 
work, and we would have overhead equivalent to many dollars that 
would normally be applied to foreign coinage work that would be 
a (gg to domestic coin: we. 

Mr. CANFIELD. I imagine also there is a psvchological value in the 
fact that the United States Mint is coining coins for foreign nations; 
is that not so? 

Mr. Howarp. That, I think, is definitely true. 

Mr. Gary. Have you visited the British mint? 

Mr. Howarp. I have; ves. 

Mrs. Ross. I have, also. 

Mr. Gary. How do your methods compare with theirs? 

Mr. Howarp. We are so far ahead of them it is not a good com- 
parison. 

ESTIMATED REVENUES FOR 1954 


Mr. CanFik.p. I notice in vour justifications you say that revenues 
for the fiscal vear 1954 are estimated at $73,600,000. 

Mr. Howarp. Yes. There is seigniorage and handling charges. 
Let me explain that a bit. For example, we ask you for certain funds 
to operate a refinery. When a deposit of gold and silver comes to us, 
if it is not in its pure form ready to be cast in a bar, we apply certain 
charges to it; in fact, we even apply a melting charge when it is in 
pure form for casting into a bar. If it comes to us in such form that it 
has to be refined we charge for that refining. We deduct from the 
amount we pay the depositor. Those funds are turned into the gen- 
eral fund of the Treasury and we do not get the use of them. We 
have to ask you to get it back. That is one type of revenue that we 
have. 

Another type we have are revenues from handling gold, a fourth 
of 1 percent handling charge. 

We also have seigniorage. For example, when we make a 1-cent 
piece, we can take a pound of material, a pound of alloy material, 
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and make 145 one-cent pices out of it. We will pay around 25 cents 
a pound for that material and we will make $1.45 in coins, so the 
difference between the cost of the metal that is going into the coin 
and the face value of the coin is seigniorage. That is a revenue to 
the Government, and when our coinage program is high our revenues 
are high. When our coinage program is down our revenues are down. 
I say this much, we never attempt to make coins for the revenue. 
We make coins to meet the demand. As you know, over the years, 
when you have given us appropriations and we did not need the 
money to make coins, we have always turned money back to you. 
We have not thrown it away, so to speak. 

Mrs. Ross. The more money we make, the more profit there is to 
the Government. The more coins that we make, the more goes into 
the Government’s general fund. 

Mr. Canrievp. If you were to carry that out to the ultimate it 
would be a very worthwhile operation, would it not? 

Mrs. Ross. The more money the ¢ ountr v needs to transact business, 
the more profitable it is to the Government. 

Mr. Canrigetp. Do you have any other problem that you would 
like to discuss with us? 

Mrs. Ross. I have nothing. I would like to emphasize the un- 
expected drain that will be upon the appropriation by reason of this 
wage increase, and I hope when you consider our budget you will 
bear in mind that that unexpected expense must come out of this 
appropriation. 


TRIBUTE TO THE DIRECTOR OF THE MINT 


Mr. Canrie.p. Governor Ross, earlier in the day and before your 
formal presentation, you referred to your 20 years of service here in 
Washington, and the thrill that has been yours working for the United 
States Government. I want to say this, that I have | just completed 
29 years of service here on Capitol Hill, 17 years as a secretary and 
12 asa House Member. I have pretty much the same feeling as you. 

[ recall the night that I landed at Union Station, 29 years ago, 
and my first view of the lighted dome of the United States Capitol. 
There I saw, of course, Miss Freedom spot-lighted in the sky, and 
I want to salute you as one who has done so much in your years of 
service here in Washington to keep that girl standing up there in all 
her glory. 

All of us on this committee appreciate your devotion to your 
assignment, the way you have performed. You have been a great 

credit. to the womanhood of America, and all of us wish you well in 
the days to come. 

Mrs. Ross. Thank you. It truthfully warms my heart, Mr. Chair- 
man, to have you say such generous things to me. I have just given 
the best that I had to give. Some others might have done more and 
better work than I, but I have given all that I have of my effort. 

Mr. CAnFire_p. You have set a high mark to shoot at. 

Mrs. Ross. Thank you very much. 

[ want to say to you, Mr. Chairman, that when you were the ranking 
minority member of the committee we often commented in my office 
about how fair minded and generous and courteous you were to us. 

As for Mr. Gary, when he was chairman, I am sure he knows how 
much we appreciated his fine treatment of us. I feel over the years 
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rn of this committee have been very fine in your attitude toward us. 
As I said before, had it not been for what you have done in the way 
of sanctioning much needed appropriations, we never could 7 a met 
the requirements that were laid upon us during the World War and 
since then. 

Mr. CAanFIELD. Thank you, Governor. 

The committee will stand adjourned until 11 o’clock, Monday 
morning. 


TuHurspAy, APRIL 23, 1953. 


BUREAU OF THE MINT 
WITNESSES 


LELAND HOWARD, ASSISTANT DIRECTOR OF THE MINT 
TIMOTHY E. RUSSELL, CHIEF ACCOUNTANT 
FREDERICK W. TATE, ASSISTANT CHIEF ACCOUNTANT 


SALARIES AND EXPENSES 


Analysis of reductions recommended in 1954 budget estimates 


1954 revised budget 


1954 printed budget Reductions oe oe 
estimates 
Activity 
A verage A verage Average i 
positions Amount positions Amount positions Amour 
1. Manufacture of coins (domestic 538.0 | $3, 151, 900 71.0 $600, 000 467.0 $2 551. 900 
Processing deposits and issues 
of monetary metals and coins 190.0 912, 300 190. 0 912, 300 
3. Protection of monetary metals 
and coins 169. 0 807, 700 169. 0 807, 700 
4. Refining gold and silver bullion 63.0 303, 500 63. 0 303, 500 
5. Executive direction 12.0 124, 600 12.0 124, 600 
Total 972.0 5, 300, 000 71.0 600, GOO 901.0 4, 700, 000 
EXPLANATION OF REDUCTIONS 
1. Manufacture of coins (domestic). teduction of $600,000 will: 


A. Eliminate modernization of the Philadelphia Mint included in the 
original estimates at $475,000. 

B. Reduce by 100 million coins the originally estimated coin production 
of 1.5 billion. The reduction of coinage funds and the necessity to absorb 
Wage Board increases will cause a decrease of 71 in average employment. 
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inalysis of reductions recommended in 1954 budget estimates by object classification 
direct obligations only) 


1954 original 1954 revised 

( ct classification printed Reduetions budget 

budget estimates 

Personal Serv 

Per. nanent I $3, YO6, 823 $110, 000 $3, 796, 823 
Regular pay \ week bas 16, 177 16, 177 
Payment above t rat 140, 000 140, 000 
Total per es 4, 053, 000 110, 000 3, 953, 00 
ravel 25, 000 25, 000 
lransportatior f thing 13. 000 13. 000 
Communicatior 14, 000 14, 000 
tents and utility r 200, 000 5, 000 195, OO 
Printing and reproduction 11, 000 11, OM 
ther contractual r t 42, 000 $2, 000 
Supplies and materia 340, 000 10, 000 330, 000 
Kquipment 975, O00 475, 000 100, 000 
nef 1 rd em 19, 000 10, 000 
axes and assessment 7, 000 7, 000 
Total appropriation or estimate 5, 300, 000 — 600, 000 4, 700, 000 


Mr. Canrie._p. The next appropriation title is ‘‘Salaries and ex- 
penses, Bureau of the Mint.’” The total called for in the Truman 
budget. was $5,300,000 with 972 average positions, and the new 
revised estimate calls for $4,700,000 with 901 average positions, which 
means a cut of $600,000 and a cut of 71 average positions. 

We have before us as witnesses Dr. Leland Howard, Assistant 
Director of the Mint; Mr. Timothy E. Russell, Chief Accountant, and 
Mr. Frederick W. Tate, Assistant Chief Accountant. 


REDUCTIONS PROPOSED UNDER REVISED BUDGET 


Dr. Howard, will you tell us about these reductions? 

Mr. Howarp. First, Mr. Chairman, let me say that Mrs. Ross is 
in Philadelphia and cannot be here today. 

The reduction of $600,000 includes the equipment item that we 
presented to you at an earlier hearing amounting to $475,000, and a 
reduction of $125,000 in operating expenses. 

In addition, we still have with us the $147,000 wage increase that 
will have to be absorbed next year, and actually, from an operating 
point of vie Ww, we are cut the $125,000 and the $147,000. 

We expect and hope to make with the funds now available under this 
new submission approximately 1,400 million coins. We can do that 
only if our reimbursable work holds up so that a part of our overhead 
is applied to our reimbursable work. We hope to meet that produc- 
tion requirement because it appears now that our coin demand next 
year is going to be very heavy. 

We have already delivered through March of this year more coins 
than we delivered all of last year and we are still going strong. 

1 feel that we will meet our production this year of 1,500 million 
which we said that we would do, but I believe that our deliveries will 
vo above, well above, our 1,500 million estimate; perhaps 1,600 million, 
and Ido not believe that we will have any inventory to start next yea 

We have been asked the question down here a few times—what 
would h: appen if vou do not have the coins to d leliver? We may find 
out. That is about all that I have to say. 
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Mr. Canrie.p. On the basis of the studies that you have made in 
recent weeks, do you believe, with Secretary Humphrey, that the 
Jureau can take these cuts and do a good job? 

Mr. Howarp. Yes; and we will do our best. We will cut in every 
direction to try to meet the demand and I think we will get through 
all right. 

Mr. CANFIELD. You always have. 

Mr. Howarp. Yes, sir. 


MODERNIZATION OF THE PHILADELPHIA MINT 


Mr. Passman. Mr. Howard, under the so-called Truman budget 
your departmeat requested $5,300,000. Under the so-called Eisen- 
hower budget you are requesting $4,700,000, a reduction of $600,000; 
is that correct? 

Mr. Howarp. Yes, sir. 

Mr. PassMAN. You maintain a mint in Denver; do you not? 

Mr. Howarp. Yes, sir. 

Mr. PassMan. What does it cost you per 1,000 to make pennies in 
the Denver Mint? 

Mr. Howarp. About 85 cents. 

Mr. PassmMan. What does it cost you per 1,000 to make pennies in 
the Philadelphia Mint? 

Mr. Howarp. $1.61. 

Mr. PassMANn. Will you explain the difference and why the cost is 
so much greater in Philadelphia? 

Mr. Howarp. The difference comes because of the difference in the 
type of equipment that is used. 

Mr. Passman. You had a request in the so-called Truman budget 
for $475,000 to modernize your Philadelphia plant. 

Mr. Howarp. That is correct, sir. 

Mr. Passman. And according to the statement you just made it 
costing almost twice as much to make pennies in the Philadelphia 
Mint as in the Denver Mint. 

Mr. Howarp. Yes, sir. 

Mr. Passman. Then, on what basis do you justify taking out the 
$475,000 if you could cut your manufacturing costs in half and recover: 
this expenditure in a very short time? 

Mr. Howarp. In the directive—and I will call it a directive—that 
was issued by Mr. Dodge, we were requested to defer construction, 
equipment and other items, and it is under that directive that we 
reduced the estimate and cut out this equipment. 

Mr. Passman. If I understand the record, and I think it is indis- 
putable, and the justifications for this new equipment, it is to replace 
antiquated equipment? 

Mr. Howarp. Yes, sir. 

Mr. Passman. And you in a very short time would effect a saving 
greater than the cost of the equipment if you were permitted to 
modernize your Philadelphia Mint? 

Mr. Howarp. We could; yes, sir. 

Mr. PassMan. So in effect it is not really in the interest of economy 
to continue using that antiquated equipment; is it? I mean, when a 
modern plant could produce for less than half the present cost? 
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Mr. Howarp. We hope to replace that with modern equipment 
some time. We feel this is merely a deferment in order to make 
certain economies. We have been requested to make them. We hope 
some day we will get the equipment. 

Mr. PassMan. Is it economy to continue using equipment that is 
completely obsolete when records show you are manufacturing these 
coins in your modern mint at less than half the cost? 

Mr. Howarp. Mr. Passman, we have been using it for several years, 
and we will use it for the next year or so. : 

Mr. Passman. I do not mean to ask leading questions now and I 
do not. want to embarrass you, but if you were manufacturing coins 
at your modern Denver Mint at less than half of what vou are manu- 
facturing them for at the Philadelphia Mint, it certamly would 
appear . me that it is false economy to continue to use equipment 
that is absolutely obsolete 

Mr. Howarp. To offset that, we are making the major portion of 
pennies in the Denver Mint. For example, through March of this 
year we have so far produced about 70 percent of our pennies in 
Denver. We are using our Philade ‘Iphia equipment to do our reim- 
bursable work. In other words, foreign governments are having to 
pay more for their work by using the Philadelphia Mint and we are 
permitted, or are able, let us say, to use our Denver Mint for our own 
production. 

Mr. PassmMan. If you were using a modern mint to manufacture 
these pennies Or foreign coins, could vou not reduce the cost in pro- 
portion to what you are reducing the cost in the Denver Mint? 

Mr. Howarp. The equipment that we asked for for Philadelphia 
would not have been as modern as the equipment in the Denver Mint. 
That is because of the type of the building at Philadelphia. In 
Philadelphia we were going to use our old building with only minor 
changes; that is, structural changes. In Denver we actually built a 
new wing onto the mint to house our new equipment. That wing 
cost us a little over $1 million. It is obvious, Mr. Congressman, that 
with modern equipment you can do the same job cheaper. 

Mr. Passman. I think the record will back you up on that. I 
cannot understand how you can manufacture these foreign coins any 
cheaper at the Philade Iphia Mint per unit cost than you could your 
own coins. You are still using the same machines. 

Mr. Howarp. We cannot manufacture them cheaper in Phila- 
delphia than we can in Denver. However, we do not feel we should 
make foreign coins in our most efficient mint and make our own coins 
in our less efficient mint. 

Mr. Passman. That statement is well taken. 

What would happen if you were to eliminate your Philadelphia 
Mint altogether until such time as the Congress in its wisdom gives 
you money to modernize the plant? Could you step up the pro- 
duction in your other mints to offset your losses in the Philadelphia 
Mint? 

Mr. Howarp. We would have to step up our production in our 
Denver Mint because our cost in our San Francisco Mint is also high. 
It is our Denver Mint that is the most modern. 

Mr. James. I wonder if you did not make a less than factual reply 
to one of Mr. Passman’s questions, namely, that you could, if you 
modernized this plant, recover $475,000 in a short time through cost- 





389 


of-operation savings. It would take quite a long time, would it not, 
to get back the cost of the new equipment from the savings in the cost 
of making pennies? 

Mr. Howarp. It would take a few years. 

Mr. James. You bet it would. It is not only the part of the plant 
vou want to modernize that makes the pennies cost so much in the 
Philadelphia Mint. Do you net handle smaller sheets of metal there 
than you do in the Denver Mint? 

Mr. Howarp. Yes, sir. 

Mr. James. That is one of the reasons for the higher costs at the 
Philadelphia Mint. You were not counting on putting new metal- 
rolling equipment in there, as I remember. 

Mr. Howarp. We were counting on modernizing that. 

Mr. James. You are making 70 percent of the most costly coins 
that you make, pennies, in the Denver Mint, thereby reducing the 
cost on the overall production of such coins, 

Mr. Howarp. Yes, sir. We have definitely tried to do that. 

Mr. James. Modernizing the Philadelphia Mint is definitely a 
project for deferment in my opinion. No one wants to see that mint 
operated forever under the present inefficient conditions. Frankly, 
while I think Mr. Passman’s questions were very good for the pur- 
poses to be served here today, my own view of the matter is that 
when we do anything about the Philadelphia Mint, it should be a 
complete overall job and something to take up the slack when we 
vet out of war-production spending. It is one of the fine things to 
hold back at this time as Government project for the future. 

Mr. CANFIELD. Is it not the thinking of the Bureau, that what you 
have projected over a period of vears Is a brandnew operation? 

Mr. Howarp. Yes, sir. 

Mir. Canrretp. You do not like this tempering process, but you feel 
because of the situation in our economy that this is the best you can 

Mr. Howarpb. We asked for a new mint as early as 1940 for the 
middle part of the country; a modern mint. We did not get that. 
We then asked for a new mint at Philadelphia right after the end of 
the war. That did not go through because of the stress on veterans’ 
housing, using materials for veterans’ housing. Finally, we were 
given funds to purchase a site for a new mint and we investigated and 
were ready to choose our site when the Korean incident came along 
and it was deferred again. You gentlemen went to Philadelphia. 
You were told of our plans there. We placed the $475,000 in here 
as more or less a compromise measure between the new mint and a 
more efficient mint, and now we have decided to defer it again. 

Mr. CanFietp. But this word “defer” is not a new word in the 
Bureau’s experience. 


Mr. Howarp. No, sir. 
REIMBURSABLE WORK 


Mr. James. What other reimbursable work do you have in Phila- 
delphia, to help you keep the overhead down, besides the foreign 
coins? 

Mr. Howarp. In Philadelphia we do not have so much other reim- 
bursable work, but within the mint service we have had some silver 
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that was on loan to the Defense Plant Corporation, and so forth, and 
that has been coming back to us. We have been melting that, but 
most of that work has been in the New York assay office. 

Our reimbursable program this year will amount to a little better 
than $800,000. Most of that is foreign coinage. We have had some 
rather large orders from Cuba, Ethiopia, and we have had some smaller 
orders from Honduras, Haiti, and one or two other small South 
American countries. 

Mr. James. These special medals you make and things of that 
kind are just a drop in the bucket. 

Mr. Howarp. We do very few of those, sir. 

Mr. James. The only phase of the work that would help might be 
the engraving of dies and jobs of that sort, which is, I guess a very 
small matter. 

Mr. Howarp. That is right, sir. 


NEED FOR A COMPLETELY NEW MINT AT PHILADELPHIA 


Mr. JAmes. Getting back again to the situation as far as the Phila- 
delphia Mint is concerned, if there is any hope of our being able 
within a reasonable time—and that word ‘reasonable’ can be con- 
strued to mean anything from 5 to 20 years—of getting away from 
working almost entirely for defense and in case of war, then that 
Philadelphia Mint is one of the things that should be made a “must” 
project as early as possible. I said before, and I say again, that the 
building that they operate in Philadelphia is nothing more than an 
antique monument. It is not a working space. It never can be made 
a working space. A modern mint calls for a completely new concep- 
tion of plant layout, a complete new building, and it also would mean 
installing new machinery to handle bigger ingots and flats so that 
you could mint out more coins faster. 


DIFFERENTIAL IN WAGE SCALE BETWEEN DENVER AND PHILADELPHIA 


Mr. Passman. What is the differential between your wage scale in 
Denver and Philadelphia for your top technicians, or mechanics? 

Mr. Howarp. There is very little difference. 

Mr. PassmMan. Very little difference between the wage scale in 
Denver and the wage scale in Philadelphia? 
Mr. Howarp. Yes, sir. 





BREAKDOWN OF UNIT COST OF MAKING PENNIES AT THE 
PHILADELPHIA MINT 


Mr. PassMan. In Philadelphia what part ef the inefficiency is 
attributable to your equipment and what part to the building? 
You are bound to have that broken down. 

Mr. Howarp. Yes, sir. 

(The information referred to is as follows: ) 

The cost of making l-cent coins at the Philadelphia Mint is $1.61 per thousand 
pieces, as compared with $0.85 at the Denver Mint. After installation of the 
modernized equipment at Philadelphia, it is estimated the cost would be $1.21 
per thousand. With a new modern building at Philadelphia, and the same 
equipment and volume as Denver, the cost would be approximately equal to 
that at Denver. 
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BUREAU OF THE Bt DGET’S POSITION IN THE BUDGET STRUCTI RE 


Mr. Sremrnski1. I have two questions, 1 concerning the Bureau of the 
Budget and the other concerning your operations in Philadelphia 

As I understand it, you have no power to argue with the Bureau of 
the Budget in a decision handed down by them. They feed you a 
spoonful of castor oil and you have to take it, figuratively speaking; 
is that correct? 

Mr. Howarp. We do not think of it that way. We work in the 
Government and they are a part of the Government. They are part of 
the executive branch and they are there for the purpose of more or less 
directing the President’s program, and we try to go along with it, and 
do go along with it. We are just as much interested in it as they are. 

\M[r. Steminskt. I am not being facetious. The Constitution of the 
United States says that money bills shall originate in the House of 
Representatives. The truth is, the money bills originate in the 
Jureau of the Budget thereby subverting the provisions of the Con- 
stitution: is that not correct? 

Mr. Howarp. Mr. Congressman, I do not believe that I can 

Mr. SreMINSKI. I am not putting you on a spot. 

Mr. Howarp. I cannot pass on that. 

Mr. S1pMINSKI. Good. Ll think this thing should be brought out 
into the open because while we are fighting communism on the one 
front, we see our Government undergoing a very gradual change in 
its procedures. As I see it, we are coming to the grand-jury system 
in appropriations, where not only will you, but the Bureau of the 
Budget, be sitting in on these hearings, as well as the Senate, if the 
present trend continues. 

Do you know what agents the Bureau of the Budget has? Does it 
have a supplemental line of experts like vourself, people to tell you 
how you should do your job and with what money? What qualifies 
the Bureau of the Budget to tell you that you should take this 
spoonful of castor oil to their liking? 

Mr. Howarp. I do not believe that I can answer that question. 

Mr. Sremrnski. Good. Secondly, as to the mint in Philadelphia, 
I went on that visit and enjoyed it very much, and of course I like 
the ranch-type private dwelling and I like the ranch-type private 
factory, which means one-floor flow line, in and out. The plant in 
Philadelphia is not efficient in flow line and ought to be replaced. 

The Bureau of the Budget operates and gives you a grant in the 
interest of economy. When there is an emergency, such as a flood in 
the Missouri Valley, we do not consult the Bureau of the Budget. 
Congress gets on its horse and says, you shall have $25 million, because 
there are people who need food; you take that money and use it. 

However, when it comes to the innocent taxpayer, who must fork 
over each year on March 15, there seems to be no emergency involved 
in the matter of reducing his taxes, ever. 

Why, if it makes good sense to buy new machinery now, and to 
build a new plant, why should we wait until there is an economic 
depression to give you relief, to give you the machinery you need now? 
In big steel, in the big airlines, in big battleship construction, schedules 
for replacement and modernization are met and continuously tightened 
up for profit and to cut losses. In the matter of the destruction of our 
currency, we are told that we are going to save $200,000 now. We are 
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not gorng to wait until there is an emergency. Regional banks, at 
their own expense, and at the expense of the ir investors, are going to 
have to buy incinerators now to save Uncle Sam that $200,000 yearly 
to cart the currency to Washington to burn it. 

Mr. Canrietp. Thank you, Dr. Howard and gentlemen. 


Monpay, MARCH 23, 1953. 
UNITED STATES COAST GUARD 
WITNESSES 


VICE ADM. MERLIN O’NEILL, COMMANDANT 
REAR ADM. A. C. RICHMOND, ASSISTANT COMMANDANT 
CAPT. I. E. ESKRIDGE, DEPUTY CHIEF OF STAFF 
COMDR. J. A. ALGER, Jr., CHIEF, BUDGET AND COST ANALYSIS 
DIVISION 
COMDR. J. A. HYSLOP, ASSISTANT CHIEF, BUDGET AND COST 
ANALYSIS DIVISION 


Mr. Canrretp. Today we take up the request of on United States 
Coast Guard and we have before us as witnesses Vice Adm. Merlin 
O’Neill, Rear Adm. A. C. Richmond, Capt. I. E. Eskridge, Comdr. 

A. Alger and Comdr. J. A. Hyslop. 


GENERAL STATEMENT 


Mr. CanrFietp. Admiral O’Neill, do you have a statement to make 
at this time? 

Admiral O’Netiu. Yes, sir; I have. 

Mr. Canrretp. Will vou be kind enough to proceed. 

Admiral O’Neruu. Very well, sir. 

Mr. Chairman, the Coast Guard appropriation request for 1954 
totals $246,200,000. This figure compares with $243,675,000 appro- 
priated for the current fiscal year, a net increase of $2,525,000. The 
request for 1954 includes increases of $800,000 for “Operating eXx- 
penses,”’ $975,000 for “Retired pay,” and $750,000 for “Acquisition, 
construction, and improvements.’ The increase for operating ex- 
penses is comprised of increases of $2,250,000 for mustering-out pay- 
ments under Public Law 550, 82d Congress, and $810,972 because 
of an increase in the number of expirations of enlistment contracts, 
which increases are partially offset by a decrease of $2,260,972 result- 
ing from reduction in average numbers of military and civilian per- 
sonnel, deferment of the boat-replacement program, decrease in 
ammunition for training, reduction in ration costs, and decreases 
in maintenance and testing and development programs. 













OPERATING EXPENSES 





The 1954 estimates for operating expenses, as in 1953, have been 
prepared on an activity basis under four activities: (1) Search, rescue, 
and law enforcement; (2) operations of aids to navigations; (3) 
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operation of ocean stations; and (4) port security. Estimates under 
this heading for 1954 total $200,000,000, an increase of $800,000 over 
the amount appropriated for 1953. No increase in the general level 
of operations is reflected in these estimates. 


ACQUISITION, CONSTRUCTION, AND IMPROVEMENTS 


In 1953 there was provided for capital expenses, under the heading 

“Acquisition, construction, and improvements,’’ $19,250,000 in the 
regular appropriation, and $5,000,000 for additional port-security 
equipment under a supplemental appropriation. The amount in- 
cluded herein represents an increase of $750,000 over the total pro- 
vided in fiscal year 1953. 

The estimate includes an item of $8,797,000 for completion of 
loran chain previously authorized. This project is part of a program 
designed to fulfill requirements in loran specified by the Joint Chief 
of Staff. Because of military urgency, this program is planned for 
completion as soon as availability of funds permits. 

Remaining projects in this category provide for replacement of 
aircraft, establishment of some aids to navigation, and replacement 
or improvement at a few shore units. All projects have been selected 
with consideration of future as well as present needs, and all are 
urgently required. 

RESERVE TRAINING 


For ‘Reserve training’? no increase is requested. The amount 
requested is $2,600,000, the same as was allowed for the current fiscal 
year. 

RETIRED PAY 


The estimate for ‘Retired pay” re prese nts an increase of $975,000 
over the appropriation for fiscal year 1953, attributable to an expected 
increase of 398 in the average number of man- years to be carried on 
the retired list in accord with existing laws governing retirement. 


OPERATING PROGRAMS 


There is no proposed increase or essential difference in the pli anned 
level of operations of the Coast Guard in 1954 over that in 1953. My 
comments will be confined to skete hing the basic operating programs, 
including the limited program for the military readiness of existing 
forces. 

SEARCH, RESCUE, AND LAW ENFORCEMENT 


The search and rescue facilities of the Coast Guard during the 
recent year were strengthened to provide effective facilities at nine 
strategic locations in the Atlantic and Pacific Oceans. The program 
included the addition of 7 rescue coordination centers, 7 search and 
rescue stations, 6 vessels of the destroyer-escort class, 1 patrol boat, 
and 24 aircraft together with the necessary operating personnel for 
these units. This program, a part of the military readiness expansion, 
was initiated in 1952 and completed this vear, and was undertaken to 
meet the requirements of the ‘De spartment of the Navy in connection 
with increased military operations. All floating and aircraft equip- 
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ment for this duty except the patrol boat was loaned by the Navy to 
the Coast Guard within the purview of Public Law 207, 81st Congress. 

As the program developed it was found impracticable, from a 
morale standpoint, to carry out the original intention to occupy, on 
a permanent basis, each of 6 of the search and rescue stations with one 
of the 6 DE class of vessels provided for the purpose. Suitable hous- 
ing, medical, and educational services for dependents at the isolated 
stations were either not available or available only at excessive cost to 
the Government. Further, from the operational standpoint, it was 
desirable to have all first-class vessels of the Coast Guard generally 
interchangeable on all types of service duty. Accordingly, it was 
determined to rotate all vessels through ocean station, general patrol, 
training, and SAR station duty on a regular schedule operating gen- 
erally from continental United States ports. In this manner the 
problem of dependents is minimized and operating expenses of the 
vessels held to the lowest practicable figure since supplies and repairs 
ire obtainable in the United States. However, to prevent the expense 
of long runs to and from each patrol, the schedule requires that vessels 
take, in the course of rotation, tours on remote stations in sequence, 
ind thus be absent from their home port for a considerable period. 

The effect of this policy is most pronounced in the Pacific. To 
rive an example: A vessel permanently stationed in San Francisco 
may proceed via pra mee to occupy search and rescue station Mid- 
way as of the Ist of January; from Midws ay it would proceed in the 
latter part of lennaee to occupy ocean station Victor; about the 
middle of February it would proceed to occupy search and rescue 
station Guam; from Guam it would proceed to Yokuska, Japan, about 
the middle of March for voyage repairs, food and refueling; from here 
it would proceed in the latter part of March to ocean station Sugar; 
from Sugar it would proceed to search and rescue station Adak 1 
April; from Adak it would return to its home port, San Francisco, 
arriving in the latter part of May. In all, the vessel would have been 
absent from its home port for over 5 months, and while this prolonged 
duty tour would not be repeated for approximately 9 months, the 
vessel would continue to operate on a fairly rigorous schedule of ocean 
station duty, regular patrol, and duty with the fleet training command. 

In other words, a west coast vessel will ordinarily be absent from 
its home station in the neighborhood of 59 percent of the time. The 
program has not been in effect sufficiently long to properly evaluate 
the results of this arduous schedule, but it is considerably more 
rigorous than any attempted in the past, and the eventual effect on 
the morale of personnel, both commissioned and enlisted, may neces- 
sitate i r the addition of more vessels to ease the rigorous require- 
ments, or a curtailment of the entire program. 

The counilthes is aware of the Coast Guard general duty of ice- 
breaking, and that we are presently engaged during the winter ice 
season in keeping the Illinois waterways open to petroleum barge 
traffic. This is a service provided at the request of Defense Trans- 
portation Administration, and ae oianaiee contain allowances to 
continue this service next year. 
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AIDS TO NAVIGATION 


The 1954 program for aids to navigation differs from that for 
fiscal year 1953 only in that it does not anticipate the establishment 
of visual aids to navigation to serve the needs of the Armed Forces 
on other than a reimbursable basis. 

Construction of loran stations to provide coverage in northen 
areas will be undertaken during the later part of the forthcomin 
fiscal year. Site surveys have been completed and hard-to-get items 
of construction are under procurement from funds provided in 1953 
Coast Guard appropriations. This is part of the loran program of 
the Coast Guard being executed to fill specifie requirements of the 
Department of Defense 


OCEAN STATIONS 


During the year the Coast Guard continued to operate the five and 
two-thirds ocean stations in the Atlantic prescribed by international 
agreement. We also continued to operate five ocean stations in the 
Pacific in accordance with recommendations of the Air Coordinating 
Committee. 

PORT SECURITY 


This aetivity covers the port-security program initiated in Octobe: 
1950 under the authority of Public Law 679, 8lst Congress. The 
1954 program is essentially the same as provided for fiscal year 1953 

During the vear significant improvement was noted in the security 
conditions in major port areas. One method contributing to this 
improvement was the surveys made of waterfront facilities to deter- 
mine measures and standards necessary to obtain a reasonable degree 
of security for each facility. After the initial survey, followup 
inspections were carried out on a spot-check basis and when hazards 
were noted, the owners and operators were encouraged to take neces- 
sary corrective measures. The cooperation received from the owners 
and operators has been excellent. The security screening of merchant 
seamen and waterfront workers in order to keep subversive elements 
from merchant vessels and critical waterfront areas continued satis- 
factorily. 

The construction of 95-foot patrol boats for patrol of the entrances 
to certain harbors, provided for in a supplemental appropriation of 
$5 million for 1953, is under way. It is anticipated that, dependent 
on delivery of certain items of equipment, they will be completed by 
July 1953. 

MILITARY READINESS PROGRAM 


The installation of additional armament including sonar equipment 
required to improve the military potential of the Coast Guard was com- 
pleted on 163 floating units by the first quarter of fiscal 1953. Train- 
ing has been programed on a continuing annual cycle for armed units 
The larger units, 48 in number, have all completed a 3-week refreshe: 
training period at Navy fleet-training commands during 1953. The 
smaller units are trained by 3 specially designed mobile training 
detachments. Aviation personnel received training at naval schools 
to provide a nucleus of trained antisubmarine warfare personnel at 
each air station. The main objectives of the training program are: 
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(1) to provide adequate training for individual units and crews to 
insure operational efficiency in peacetime functions, and (2) to main- 
tain the Coast Guard in a state of readiness to permit immediate 
effective combat operation for national defense in case of incorporation 
in the Navy. 

RESERVE 


The Coast Guard is required by law to maintain and train a reserve 
component. This component must be a trained reserve force, 
available in time of war or national emergency for full or partial 
mobilization when ordered by the President or the Congress, which 
will be prepared to assist in carrying out the national defense responsi- 
bilities assigned to the Coast Guard. During times of war, or when 
deemed necessary by the President, the Coast Guard is required to 
serve with the Navy, assuming certain definite duties and responsi- 
bilities, the performance of which is in no way a duplication of duties 
assigned to the Navy. The responsibility of maintaining a trained 
reserve which will be capable of augmenting the Coast Guard to carry 
out the defense tasks assigned to it, as mentioned above, requires the 
Coast Guard to conduct a continuing annual training program for the 
members of its Reserve. 

The fact that a certain number of the Reserve personnel can be 
counted as on board, on a given date, does not mean that the mobiliza- 
tion requirements have been met. These members must be continu- 
ally trained and ready for active duty when needed, as in all military 
services. Immediately following mobilization orders the Coast Guard 
is expected to expand its port security, search and rescue, inshore and 
offshore patrols, beach patrols, aids to navigation in home and forward 
area waters, weather stations, and other specialized duties. The 
amount requested for the Reserve training program in fiscal 1954 is 
necessary to maintain the solid foundation upon which the Coast 
Guard is building up its Reserve to meet the mobilization require- 
ments imposed upon the service in the event of an all-out emergency. 

The Coast Guard Reserve is divided into three categories: (1) The 
Ready Reserve, consisting of those members who are liable for active 
duty either in time of war or in time of national emergency declared 
by the Congress or proclaimed by the President, or when otherwise 
authorized by law; (2) the Standby Reserve, consisting of those mem- 
bers (other than members in the Retired Reserve) who are liable for 
active duty only in time of war, or national emergency declared by 
Congress, or when otherwise authorized by law; and (3) the Retired 
Reserve, consisting of those members whose names are placed on a 
Reserve retired list established pursuant to law. 

The Reserve training program provides training for units in port 
security, duty afloat (vessel augmentation), and aviation activities in 
connection with the discharge of the responsibilities set forth above. 
The program also provides for special training of selected officers to 
represent the Coast Guard in dealing with the Selective Service Sys- 
tem in time of war or national emergency. ‘A comprehensive corre- 
spondence course program will be available to all members of the 
Reserve in fiscal 1954. 

The fiscal 1953 appropriations of $2,600,000 will finance partial 
training of an average of 4,084 reservists. In fiscal 1954, it is planned 
to provide a more complete course of training for a lesser number of 
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reservists, to constitute a well-trained nucleus on mobilization, rather 
than to provide partial training for a larger number. The fiscal 1954 

appropriation request of $2,600,000 will, there fore, Paps ide a complete 
course of training for an estimated average number of 3 ,383 reservists. 
This means that by the end of fiscal 1 954, the siteneth of Reserve 
personnel receiving adequate training to be re sady for an eme rgency 
will be approximate ‘ly 12 percent of the military mobilization require- 
ments of the Coast Guard Reserve. 

At the time that this budget estimate was initially prepared 
for submission with the President’s budget, the Congress had not 
passed the Armed Forces Reserve Act of 1952, Public Law 476, 82d 
Congress, which became effective in its entirety on January 1, 1953. 
Since the passage of the act, the Coast Guard has been conducting a 
survey of those sections of the statute which appear to have a potential 
effect on the cost of the training and administrative program contained 


in this budget. To date this survey indicates that a larger training 
program than was originally eee may be required in order to 
carry out the requirements of the act. This survey also indicates 


that such factors as increased uniform allowances for officers, and 
mandatory increases in statistical records required to be maintained, 
will result in increased costs over those originally anticipated in this 
budget request. Accordingly, the actual number of reservists that 
can be trained under the request contained herein may vary from 
that given above as the full impact of Public Law 476 is realized, 
and following a summation of the study it may be necessary to 
appear again before this committee to discuss the Reserve program. 


MANAGEMENT IMPROVEMENT 


Achievements in improvement of general management and admin- 
istration during the fiscal year were facilitated by field surveys cover- 
ing major areas of the Coast Gu: sl mission and supporting activities. 

Utilizing background developed by private consultants in previous 
years, installation and follow-up of improvements were undertaken 
a the fields of merchant marine safety, general operations, engineering 
practices, personnel administration, finance, and supply. Numerous 
simplifications in practices and procedures have been instituted. 
Tightened fiscal administration requirements have been clarified 
through the issuance of a Manual of Budgetary Administration 
which integrates policies and instructions governing budget formu- 
lation and execution in a formal financial plan tied directly to the 
operating program. 

An interesting aspect of our program for accounting improvement 
is the internal audit program which began operations in October 1951 
These audits are conducted by a small, central staff in the Comp- 
troller’s Office and cover the 12 district offices, 7 of the larger units 
reporting directly to headquarters, and headquarters itself. 

The objectives of the program are to determine (1) the extent to 
which fiscal policies, instructions, and procedures have been followed; 
(2) the extent to which accounts have been currently maintained and 
properly reflect operating results, status of appropriated funds, and 
other significant fiscal data; (3) oe accounting personnel are 
properly qualified and supervised; and (4) whether the internal checks 
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and controls have been established in a manner that safeguards and 
provides full accountability for Government funds and other assets. 

The audits are conducted on a test-check basis in accordance with 
accepted auditing principles and general instructions which are being 
coordinated with the General Accounting Office in relation to the 
latter’s comprehensive external audit of the Coast Guard. In each 
case when the audit has been completed, a preliminary draft of it is dis- 
cussed with the responsible officer and his prine ipal staff to resolve any 
questions of fact prior to preparation of the formal report. Working 
papers supporting the aduit report are also made available for review 
by the General Accounting Office representative. Copies of each 
report are furnished to the various responsible staff officers at head- 
fiuarters and the chief disbursing officer, as well as the Division of 
Audits of the General Accounting Office. 

Present plans call for a complete cycle of audit of the principal 
offices referred to on an annual basis. The program has proved of 
invaluable benefit in spotting and correcting weak elements of ac- 
counting and internal control and pointing out operational weaknesses 
related thereto. By bringing such items to light, the program also 
serves as a training medium for all accounting personnel as well as 
an administrative control medium for responsible operating officials. 

In addition to the continuing improvement in administration of our 
accounting system through the inauguration of the audits descrined 
above, the Coast Guard has during the year continued to develop 
and improve its supply system. In this period all field stocks of 
aviation parts at air stations and air detachments have been brought 
under the system of inventory control. 

The above covers in a general manner, an explanation of the esti- 
mates we are presenting today. I and my staff will be glad to elabo- 
rate on any phase of the estimates that the committee may care to 
explore in detail. 


ESTIMATES, FISCAL YEAR 1954 





Mr. CanrreLp. Admiral, will you repeat the amount of funds 
allowed by the Congress for the fiscal vear 1953 and the amount you 
are asking for the new fiscal year 1954? 

Admiral O’Neiiu. Our request for 1954 totals $246,200,000. For 
the current fiscal year 1953 there was appropriated $243,675,000. 

Mr. Canrietp. What is the increase over the current fiscal year? 

Admiral O’Neruu. $2,525,000 is the net increase. 

Mr. Canrieip. Are you projecting any new programs for the new 
fiscal year, in the justifications now before us? 

Admiral O’Neriu. No; this program is the same as for fiscal year 
1953, the same level of operations as in the current fiscal year. 


SIZE OF THE COAST GUARD 


Mr. Canrietp. Admiral, what is the complement of the Coast 
Guard at this time, officers and men? 

Admiral O’Neruu. As of February 28, the total complement was 
35,703 military personnel; that is made up of commissioned officers, 
3,151: warrant officers, 925; cadets, 470; and enlisted men, 31,157. 
































a 


399 


OPERATING EXPENSES 


{mounts available 














1952 actual 
£190, 607, 00 
ce of the Se ul t Ire 
Law 175. 000 
and expenses, 1u of Accounts, 7 ir 
I rant to Public Law 65. 000 
Salaries and expenses, Division of Di rseme pur 
uant to Publie Law 750, 000 
“Administering the public debt, Bureau of the Public 
Debt,’’ pursuant to Public Law 37 542, 006 
“Salaries and expenses, Bureau of Narcoties,’’ pursuant t¢ 
Public Law 375 117, Of 
Salarie ind expenses, United States Secret 8S « 
pursuant to Public Law 37 172, 000 
‘Salaries and expenses, White House | e, United Stat 
Secret Service,’’ pursuant to Public Law 37 5, 000 
Adjusted appropriation or estimat« 188, 781, 000 
Reimbursements from non-Federal sources 130, 706 
Reimbursements from other accounts 839, 409 
Total available for obligation 189, 751, 11 
Unobligated balance, estimated saving 7, 880, 138 
Obligations incurred 181, 870, 977 
NotE Reimbursements from non-Federal sources above include $50,381 fre 
property (40 U. 8. C. 481 in 1952a $60,000 in 19 and 1954, 
Guard facilities, utility services furnished, and textbooks sold, 
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1, Search, rescue, and law enforcen 


». Operation of aids to navigation 





3. Operation of ocean stations for meteorological and other 


services 
4, Port security 
Obligations from appropriated funds 
Reimbursements from non-Federal sources 
5. Replacement of personal property sold 


6. Other reimbursements from non-Federal source 


otal obligations payable out of reimbursement 
non-Federal sources 


rotal direct obligations 


for obligation 


activities 


$79, 884, 361 


52, 141, 934 





299 297.8 
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54. ORS, O51 54 

33, 599, 074 33 

20, 109, 422 20 

199, 200, 000 20 
60, OO 


100, 000 


160, 000 


ooo 1) 


YOO. OOD 


200, 260, 000 201 


200, 000, 000 


wy). 000 


060, 000 


eeds of sale of per ynal 


909. O6E 


064, 366 


780, 541 


246, 027 


000, 000 
f un 
10 ( 
160, 000 
160. 000 
YOO OOD 


060, 000 




























Os 


09 


De 


‘ 
( 
{ 
I 
A i 
A ve 
( t 
A 
‘ Mie t 
4 
vA . 
( an 
rt e an t 
R ] 4 5 
] ¢ b 
Total pe nal 
) ‘ 
( uni 
I ts and utility 
I ing and 
Other tractual 
services pert 
} ir ; 


uppiles and 


ens S, a 


tefunds, 
ind 


sward 


k ie 

Lands and stru 
I 

I 


ixes asse 


Subtotal 


ict charges fi 


Total obligati 


Re 








Personal sé ‘ 
Travel 

Con 

Re V 
Other contractual 





Supplies a 
Equipment 


Total reimbursable 


Obligations incurred 


tures 


nnuities, 


wr quarters 


400 
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Analysis of expenditures 


) actual ) j 
stior f $95, 313. 00 . 504 . 
neurre ' 81. 870.9 9 60, 00 
84.0 
| } ble obligat 70. 1 6A 
Adjustment in obligations of pr ¢ oUF 9 
{ ju obligations, end eal 6, 537, 504 13, 937, 504 15, 98 ‘ 
l'otal expenditures IR5 749 191. 800, 000 
} enditures are distributed as fol 
( t of current authorizations - » 49 
u 1 1 \ 167.385, 749 | 2 
Out of prior authorizations j , \ ae AB O4 ‘ , ‘ 


JUSTIFICATION OF ESTIMATES 


Mr. CanrFietp. The first item before us is “Operating expenses, 
Coast Guard.” The appropriate justifications will be inserted in the 
record at this point 

The justifications are as follows:) 


/ 


Analysis of appropriation base for fiscal year 1954 


Regular appropriation, 1953 act : $194, 000, 000 
Supplemental appropriation for 1953 5, 200, 000 
Total appropriation, 1953_-- . +199, 200, 000 


Reductions: 
Activity No. 1. Search, rescue and law enforce- 


ment $972, 589 
Activity No. 2. Operation of aids to navigation 670, 710 
Activ ity No. 3. Operation of ocean stations 382, 812 
Activity No. 4. Port security 234, 861 


2, 260, 972 


Additions: 
Activity No. 1. Search, rescue and law enforce- 


ment 1, 476, 102 
Activity No. 2. Operation of aids to navigation - 649, 125 
Activity No. 3. Operation of ocean stations 564, 279 
Activity No. 4. Port security ; 371, 466 


3, 060, 972 
Adjustment in base (net) ; +800, 000 


Appropriation base for 1954 200, 000, 000 
Increase over appropriation base for 1954- 


Appropriation estimate for 1954. os : 200, 000, 000 


Increase or decrease from total.appropriation, 1953- - - --- + 800, 000 


' Does not include supplemental estimate to cover cost of mustering-out payments (Public Law 550). 
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Comparison of appropriation base with appropriation estimate for 1954 


> 


propriation base r pror atic set] 
propria i ase fo Appropriation esti Increase or decrease 














1954 | mate for 1954 
Activity - - - - ———$_$_____ 
| A A 
2} = verage } - Average | 
i ions} Amount positions Amount positions Amount 
i — aomeeneseaenines 
and force | 
$91, 909, 066 $91, 909, 066 
iids to! atior 54, 064, 366 54, 064, 366 
OceaT tatio for 
1 gical i ot st 
ices 33, 780, 541 33, 780, 541 
4. Port security 20, 246, 027 20, 246, 027 . 
I il 38, 037.9 200, 000, 000 | 38, 037.9 |200, 000, 000 Z 
Adjustment in base (net +305. 1 S800, OU0 305. 1 |+-$800, 000 
Total, appropriation 1953, and 
ppropriation estimate for 
1954 38, 343.0 199, 200,000 | 38,037.9 200, 000, 000 — 305. 1 +-800, 000 
Does not include supplemental estimate to cover cost of mustering-out payments (Public Law 550). 


GENERAL STATEMENT 


The functions of the Coast Guard embrace, in general terms, maritime law 
enforcement; providing limited security of ports and waterfront facilities; saving 
life and property; providing navigational aids to maritime commerce and to air 
commerce over the ocean; promoting the efficiency and safety of the American 
merchant marine; and military readiness to serve as a part of the Navy in time 
of war or national emergency. For the purposes of these estimates in presenting 
the budget program, these various functions have been grouped into four main 
activities—namely, (1) search, rescue, and law enforcement; (2) operation of 
aids to navigation; (3) operation of ocean stations for meteorological and other 
services; (4) port security. 

The budget program for the 4 primary activities in 1954 is based essentially 
upon the same level of operations as in 1953. Additional cost of military personnel 
results from the cost of mustering-out payments (Public Law 550) and a higher 
rate of expiration of enlistments in !954 than in 1953. This is partially offset 
by a reduction in the number of military personnel to be carried in 1954 under 
that carried in 1953, reduction in the average cost of rations, increase in civilian 
lapses, and decrease in maintenance and equipment purchases. 

In the detailed justification, the cost of vessels, aircraft, stations, and other 
such operating units are charged to the direct cost of the activity primarily served 
by each unit. For example, certain cutters and all lifeboat stations are charged 
to “Search, rescue, and law enforcement,’’ while tenders and light stations are 
charged to “Operation of aids to navigation.’”” The Academy, training stations, 
repair depots, testing and development program, and other such logistic units and 
programs which serve all four activities are charged to indirect cost. The total 
indirect cost is then reallocated in direct ratio to the total of the direct cost of the 
four primary activities. This presentation thus provides a clear picture of the 
total cost of each of the component units, which, added by primary activities, 
will show the overall total of costs for each activity 
LANGUAGE CHANGES 
The changes in language are proposed to bring up-to-date the language included 
in the second proviso so as to make it applicable to the appropriation for fiscal 
year 1954. This proviso was included in fiscal years 1951, 1952, and 1953 to 
simplify accounting and disbursing procedures in keeping with the program for 
improved accounting Further, it permits the immediate transfer of unobligated 
balances to surplus at the end of the fiscal year 














EXPLANATION OF ESTIMATES 
i Search, rescue, and law enforcement 


Appropriation base for 1954__- $91. 909, 066 
Budget estimate for 1954 91, 909, 066 


Increase from base 


[his activity includes those functions imposed by law on the Coast Guard 
having to do with search, rescue, and law enforcement In the performance of 
this function, the Coast Guard maintains vessels on patrol and also has rescue 
vessels, lifesaving stations, and aircraft at strategic points along the coasts and 


inland waterways and at selected overseas bases During floods and hurricanes, 
boats and personnel are sent to inland areas to assist in rescue and relief opera 
tions. An international ice patrol and ice observation service is maintained in 
the North Atlantic Ocean, and icebreaking is performed to keep navigation open 
on inland lakes, rivers, and canals, and in harbors on the Atlantic coast. Emer- 


gency medical aid is furnished to persons in distress at sea 
The Coast Guard enforces laws relating to navigation and merch: 
and acts as an auxiliary enforcement agency in respect to laws relating to customs 
/ . . 





and revenue, immigration quarantine the protection of fish and game, and for 
tters which are normally within the jurisdiction of other Federal agencies 

it which require marine perso! nel and facilities for effective enforcement 
With respeet to merchant vessels, the Coast Guard administers laws and issues 





regulations relating to inspection, safety equipment, licensing, and certification 
of officers and crews, and reviews plans for construction or alteration of merchant 


vessels. It investigates marine casualties and accidents and holds hearings on 
lisciplinary cases The Coast Guard sponsors and promotes the Coast Guard 
Auxiliary which is a voluntary organization of yacht and motorboat owners 
capable of assisting in time of distress. The Coast Guard also provides leadership 
by supplying instructions in the principles and practices of safe navigation 

The 1954 program is essentially the same as that for 1953. No increase over 


the 1954 base is contemplated 
There follows a table of selected work units for the purpose of measuring the 
predominant types of work volume ineluded under this activity 











952 ’ 1954 
Assistance cases ! F 16, O06 16, 000 
Lives saved or persons rescued 5, 855 6. 000 6. 000 
Vessels refloated 7Q7 1, 000 1 000 
Vessels towed to port 6, 203 6, 25 6, 250 
Miles patrolled by floating units 83 feet and over 1, 325, 781 1, 400, 000 1, 400, 000 
Vessels boarded and rf ers examined 137 24, 00 24, 000 
Vessels reported for violations 4, 5K 000 
Vessels signed on and off (crews 15, 000 15, 000 
Marine officers’ licenses issued, new and renewals 18 2.000 000 
Seamen documents and certificates issued 111, 284 100, OO 100. 000 
Marine casualty investigations 2, 897 2, 700 2, 800 
Vessels inspected, annual }, 687 6, 700 f 10 
Vessels reinspected 2, 524 2, 500 2, OO 
Drydock inspections 6. 270 6, 000 6, 000 
Vessel plans and blue prints reviewed and acted upon 17, 271 13, 000 100 
Factory inspections (items 703, 515 450, 000 450), 000 
Vessels numbered by Coast Guard (in lieu of document 393, 790 375, 000 380), OOO 


The level of operations contemplated for 1954 is essentially the same as pros 
vided for in 1953. 
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The 1954 estimate is compared with the 1954 base in the following tabulation: 


1954 appropriation base 1954 estimate 
T y ; 2 a — 
Number | Number 
T 
of unite Amount of units Amount 
Direct expense 
Vessel | $33, 876, 528 151 $33, 876, 528 
Aviation (include ) air stations, 13 air detach- 
ments, 96 aircraft 118 14, 373, 668 118 14, 373, 668 
Lifeboat station 151 9, 542, 330 151 9, 542, 330 
Marine inspection offices 46 4,826, 322 46 4, 826, 322 
Shore-support facilities 21 2, 301, 630 21 2, 301, 630 
Subtotal 64, 920, 478 64, 920, 478 
I irect expense 1 26, 988, 588 1 26, 988, SRR 
Total expense, search, rescue, and law enforce- 
ment ee 91, 909, 066 | 91, 909, 066 
| 
I smount is an allocation of the total indirect expense in direct ratio to the amount of direct expense. 


The facilities assigned to this activity are as follows: 


Vessels: The number of vessels to be operated in 1954 is 151. No increase 
over the 1954 base is contemplated. 

Aviation: These facilities include 9 air stations, 13 air detachments, and 96 
aircraft. The aircraft are deployed among the stations and facilities to provide 
the most effective coverage for overwater search and rescue and for cooperation 
with other Federal agencies in law-enforcement work. The number to be operated 
in 1954 is the same as the 1954 base. 

Lifeboat Stations: The number of lifeboat stations to be operated in 1954 is 
151, the same as the 1954 base. Lifeboat stations consist of boathouses, equipment 
buildings, lookout towers, barracks, docks, marine railways, and, in many cases, 
a dredged channel or harbor. 

Marine Inspection Offices: These 46 offices are located in the principal ports 
of the United States and Territories to perform merchant-vessel inspection, 
licensing, and certification of marine personnel, investigation of marine casualties, 
number of motorboats, supervision of crews signing on and off vessels, and hearing 
of disciplinary cases. The 1954 program contemplates no increase over the 
1954 base. 

Shore-support facilities: The units include 15 radio stations and 5 search and 
rescue-group offices, which provide support and communications for the vessels 
and aircraft. In addition, 1 oceanographic unit at Woods Hole, Mass., evaluates 
ice-patrol data and provides support for that function. The 1954 program is the 
same as the 1954 base. 

Indirect expense: The indirect expense is prorated to activities in direct ratio 
to the amount of direct expense. No increase over the 1954 base in indirect 
expense for search, rescue, and law enforcement is contemplated. 


Comparison of 1954 base and estimate 





1954 appro- 


priation base 1954 estimate Increase 






, 624 
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Tot vations 91, 909, 066 91, 909, 066 
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2. Operation of aids to navigation 


Appropriation base for 1954__- 3 $54, 064, 366 
Budget estimate for 1954 ‘ 54, 064, 366 


Increase from base 


This activity covers the operation and maintenance of buoyage, daymarks, light 
stations, lightships, fog-signal stations, radiobeacons, and loran stations. The 
aids are maintained in the navigable waters of the United States, its Territories 
and possessions, and at military bases overseas. Loran is an abbreviation for 
“Jong-range aids to navigation,’”’ a wartime electronic development which i 
employed by aircraft on transoceanic flights between the United States ani 
Europe, and between the United States, the Philippines, Japan, and intervening 
areas. The loran system is now being widely adopted by surface vessels 

The 1954 program is essentially the same as that for 1953. No increase over 
he 1954 base is contemplated. 

Selected units of measurable workloads are shown in the following table 


f 


Number 





1952 actual | 1953 estimate | 1954 estimate 

nena . odediies 
Lightships (including relief lightships)__. 36 ) 
Lights, radiobeacons, and fog signals (manned) 411 4it 410 
iore aids (unmanned) 14, 722 14, 607 14, 492 
Buoys 22, 110 22, 195 22, 280 
Loran transmitting stations “ 38 37 37 


The 1954 estimate is compared with the 1954 base in the following tabulations: 


1954 appropriation bas« 1954 estimat 
Unit | 
Number Number 
mount Amou 
of units Amot of units 
Direct expense 
lenders 112 $18, 412, 052 12 $18, 412 2 
Manned aids 431 10, 073. 301 431 10. 073 
Unmanned aids 37, 365 4, 586, 649 37. 365 4 586. 649 
Loran transmitting statior 57 }, 544, 12 37 3, 544, 12 
Support vessels 2 744, 199 2 74 9 
Support aircraft 7 828, 338 7 PR28. 338 
Subtotal sR IRR. G64 & 188 664 
Indirect expense 15. 875, 702 ar 2 
Total expense, operation of aids to navigatior 54, 064, 36¢ 4, 064, 366 
his amount ts an allocation of the total indirect expense in direct ratio to the amount of direct expense 


The facilities assigned to this activity are as follows: 

Tenders: This class of vessels is used to service marine aids to navigation. The 
number to be operated in 1954 is 112, the same as the 1954 base. 

Manned aids: These aids comprise lightships, light stations, fog signal, and 
radiobeacon stations. The 431 to be operated in 1954 is thes me as the 1954 base 

Unmanned aids: The aids in this category consist of daybeacons, sound signals, 
lighted fixed aids, and buoys No increase over the 1954 base is contemplated. 

Loran transmitting stations: Loran stations emit successive radio signals which 
are synchronized in a group or chain of three stations. By means of special 
receiving equipment that measures the time difference between the receipt of the 
signals from the loran stations in the group, ships and aircraft obtain a position. 
No increase over the 1954 base is contemplated. 

The 37 stations include some of the most isolated and inaccessible of the Toast 
Guard units which are located near the Arctic Circle, in the Aleutians, Greenland, 
Newfoundland, Labrador, and Pacific Islands, as well as in the continental United 
States. Loran station buildings, in general, are quonset huts, erected as wartime 
projects. Each fixed loran station is a self-sufficient unit comprising approxi- 
mately seven quonset huts which house operating personnel, electronic equipment, 
power equipment, galley, messhalls, food storage, and fuel storage 
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Support units: The units include 2 vessels and 7 aircraft which provide logistic 
support for the aids to navigation units. No increase over the 1954 base is 
cor templated 

Indirect expense: The indirect expense is prorated to activities in direct ratio 
to the amount of direct expense No increase over the 1954 base in indirect 
‘pense for aids to navigation is contemplated. 


Comparison of 1954 base and estimate 


1954 appro- 1954 esti- 


priation base mate Increase 


Personal services $32, 713, 43 





rravel 1, 324, 577 
l'ransportation of things 
( unication serv} 
I und util . 
| wandr 
0 yn tract 5 

"a na ; : ) 
Equipmer 3 
Lands and ructure Q 
I annu ind laims 653, 909 
Ref award : 2, dt) 
[axes and assess S 2x 

rotal obligations 4,064, 366 54, 064, 366 
Operation of ocean stations for meteorological and other services 


A ropriation base for 1954 $33, 780, 541 
Budget estimate for 1954 33, 780, 541 














This activity includes the operation and maintenance of tations Ocean 
ls are maintained at variou pecified location the Atlantic and 
ans in accordance with the terms of international aygreements. These 
ips serve as platfort for weather observations and provide com ication 
facilities for transmitting weather reports In addition, they serve as mobile aids 
t ivigation by pr ig check points for aircraft flving transoceanic routes, and 
fer rescue facilitic oth aircraft and surface vessels while crossing the oceans. 
The { 24 Stat ns in the North Atlantie Ocean ar d 5 statior in the Pacific 
Ocean is the same number operated in 19538. No increase over the 1954 base is 
< templated 
Selected units of measurable workloads are shown in the following table: 
Number, Number, estimate 
wetu 
1952 1953 1954 
perated in North Atlantic Ocean 534 52§ 534 
»yperated in Nort acific Ocean f 5 ; 
Ocea eather repor 61, 488 | 71, 000 71,000 
Airplane contact 52,080 | 57, 000 57, 000 
Assistance case 35 10) 40) 
Miles cruised on ocean station duty 807, 912 910, 000 910, 000 


The 1954 estimate is compared with the 1954 base in the following tabulation: 


| 1954 appropriation base 1954 estimate 


Number b meunt Number 
of units , . of units 








Amount 


Direct expense: Vessels 29 $23, 861, 072 29 $23, 861, 072 
Indirect expense (this amount is an allocation of the to- 

tal indirect expense in direct ratio to the amount of di- | 

rect expense) : 9, 919, 469 9, 919, 469 


Total expense, ocean stations 5 33, 780, 541 33, 780, 541 
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Comparison of 1954 base and estimate 


1954 appro- 


priation base 1954 estimat: 








1al services $21 6 
l'ravel 623 
ransportation of things 2 
Communication services 724 
Rents and Utility services 4’ OF) 
ing and reproduction 8B 64 
ontractual services 3 339 05) 

Supplies and materials 5 BQ 

Equipment 1. O75. ¢ 

Lands and structures 42. 204 

] ns, annuities, and insurance claims 408 
Refunds, awards, and indemnities K 
axes and assessments 4' 29 
Total obligations 33 780. 5A] 13 mK 4 

4 Port s¢ rity 

A ppropriation base for 1954 $20, 246, 027 
Budget estimate for 1954 20. 246. 027 


Increase from base 


This activity covers the port security program initiated in October 1950 under 
the authority of Public Law 679, S8lst Congress Funds are required to operate 
vessels and aircraft, control anchorage areas, patrol critical waterfront areas, 
supervise loading and unloading of dangerous cargoes, and to screen subversives 
from among merchant seamen and from among longshoremen employed to handle 
certain critical cargoes. 

The level of operations conte mplate d for 1954 is essentially the same as pro- 
vided for in 1953 No increase over the 1954 base is contemplated 

Selected units of measurable workloads are shown in the following table: 





Number, Number - 
actual 
1952 1953 1944 
Security appeals processed under Executive Order 10173 as amended 1, 000 750 
Merchant Marine personnel checked for security under Executive 
Order 10173 as amended : 107, 240 50. 000 0. OO 
Violations of port-security regulations checked 4, 551 6, 000 6. 000 
Permits issued to load or discharge explosive 878 1, 200 1, 2M 
otal tonnage of explosives covered by above permits 1, 377, 527 1, 750, 000 1, 750, 000 
Explosive loadings supervised 382 700 700 
Inspections of other hazardous cargo... 1, 070 1, 800 1, 8 
Port-security cards issued 126, 500 280, 400 14 00 
Investigations for port-security clearance 1,141 2, 534 1, 2¢ 
Restricted areas patrolled 21 21 


The 1954 estimate is compared with the 1954 base in the following tabulatior 


1954 appropriation base 1954 est 
Unit 
Number Number 
of unit Amo fu Ar 
Direct exper ri 
Vessel 131 $1, 019, 873 li $1, 019, 8 
Aircraft } 114, 869 114. 849 
COTP offices 11 1,5 79 1] ] ’ 
Port security units lf 11, 608, 572 l¢ 11, 608 
Subtotal 14. 300. 89 14, 300, 893 
Indirect expense (tl amount is an allocat of the 
total indirect expense in direct ratio to the ar of 
direct expense 945, 134 5, 04 1 
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he facilities assigned to this activity are as follows 
2 


Ch 
Vessels: The number of vessels to be operated in 1954 is 131, the same as in 
1953 

Aircraft: Three helicopters are operated for port-security purposes in one 
major port area as in 1953 

Captain of the port offices: 11 COTP offices are located in the principal ports 
to exercise operational and administrative control in carrying out the Coast 
Guard’s port security responsibilities. In other port areas, this function is 
carried out as a subordinate activity under the comtrol of some other major unit. 

Port-security unit 16 port-security units under cognizant captain of the port 
offices establish patr conduct inspections, screen personnel, and take other 
steps to protect and preserve life and property from accident and sabotage. 


Comparison of 1954 base and estimate 


954 appro- 


4 1954 estimate 
priation base 








Indirect expense 
A ppropr iation base for 1954 i S58, 728, 893 


me 


Budget estimate for 1954 as 58, 728, 893 





Increase from bast ‘ 


The cost of headquarters, Washington, D. C.; district offices; the Academy, 
New London, Conn., and other supporting units which serve all four primary 
activities, are included in the following schedule of indirect expense. Also, ex- 
penses such as persons in transit, in hospitals, in training, travel expense, recruit- 
ing expense; testing and development; and similar programs which cannot be 
lirectly charged to the four primary activities are included in the schedule of 
indirect expense. The total of indirect expense is then prorated to the primary 
activities in direct. proportion to the total direct expense of each primary activity. 
No increase over the 1954 base is requested for indirect expense. 
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In The 1954 estimate is compared with the 1954 base in the following tabulatio 
e r 
Indirect unit or program and number of units an ‘ = 54 st 
pria ‘ 
st 
; r rs wt My4 { s ~~ " ~ 
t rict office 8 428 8, 428 
rt ffice 19 ) 
I ftice ' 
T ire t ; 
” ” 
uy 
L pr | 
i I t to] 
‘ A) 
. r f vehicl é 
S YY 
er { 1 
‘ rs e) ther ¢ ernime t age ‘ 117 12 
al re expense g 2 ao 
Q } F N a | REC Fk { | 
B 
i law ¢ t IRR ARR & ORR g 
: r + @ “() ° 
- f t ) 419. 469 ) 
7 rity 445, 154 
tal rect x g 2G % ) 
: Headquarters, Washington, D. C.: This unit provides for central control and 
) administration of all Coast Guard activities It comprises the immediate staff 
f the Commandant and officers of the Comptr ller operations, merchant marine 


ui 


UT 


afety, personnel, engineering, legal, and other administrative activities No 
ncrease over the 1954 base is requested. 
Area offices: There are 2 area offices, 1 in San Francisco, Calif., for west coast 
tivities, and 1 in New York, N. Y., for east coast activities \rea commander 


isted by a small staff, 
d coordinate joint interdistrict 
he 1954 base is requested 


head these offices 


activities for emergencies 


They exercise operational contre 


No iner 
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over 
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District offices: For administration, Coast Guard units are divided among 12 
geographical districts. The district offices are located as follows: 


Coast Guard Dist rict Location of district office 
Ist d - : E Boston, Mass, 
2a... re ; wisest __ St. Louis, Mo. 

Was ss ‘ sb . New York, N. Y. 
5th ‘ Norfolk, Va. 

7th ee ie ‘ _. Miami, Fla. 

8th . New Orleans, La. 
9th Ro _ Cleveland, Ohio 
llth er e Long Beach, Calif. 
12th __ : _ San Francisco, Calif. 
13th : ; J Seattle, Wash. 

14th- ; 5 _ Honolulu, T. H. 
17th , Se Juneau, Alaska 


No increase over the 1954 base is planned for district offices in 1954. 

Group offices: 13 group offices exercise operational control and limited admin- 
istrative control in certain areas within continental United States. No increase 
over the 1954 base is requested. 

Inspection offices: The four regional inspection offices inspect, audit certain 
records, and report upon the operational readiness of Coast Guard units to insure 
that established policies and procedures are being carried out. They recommend 
necessary or desirable changes to the Commandant. No increase over the 1954 
base is requested. 

Section offices: Section offices are maintained in the Marianas, the Philippines, 
and the Far East Command, for operational control and local administrative 
control No increase over the 1954 base is requested. 

Academy, New London, Conn.: The academy is maintained for the profes- 
sional instruction of cadets for 4 years. Graduates are commissioned as ensigns. 
These graduates offset officer attrition, as a result of deaths and retirements 
Academy facilities are currently being employed to indoctrinate officer candidates 
from the merchant marine and from the Coast Guard Reserve and other sources. 
No increase over the 1954 base is requested. 

Training expense: This includes expense of 1 advanced training station for 
enlisted men at Groton, Conn.; 5 small-arms rifle ranges; 5 ship training de- 
tachments; in-service training; instruction of officers at other than Federal 
institutions; and reimbursement to the Navy for aviation training given Coast 
Guard officers. No increase over the 1954 base is requested. 

Personnel procurement: This covers expense of recruiting enlisted personnel 
and cadets. Twenty-seven recruiting stations and one receiving center at Cape 
May, N. J., are operated under this program for induction and indoctrination of 
recruits. No increase over the 1954 base is requested. 

Supply units: This includes the expense of 2 supply centers and 10 supply 
depots No increase over the 1954 base is requested 

Repair units and bases: These units consist of the following: Aircraft repair 
and supply base, Elizabeth City, N. C.; 24 repair depots; 14 electronic repair 
hops; Electronic Engineering Station, Wildwood, N. J.; 24 bases; and 31 moorings. 
No increase over the 1954 base is requested. 

Testing and development program: This program covers the expense of testing 
and development projects required to carry out the responsibilities of the Coast 
Guard. The expense of 1 vessel and 1 field testing unit is included. No increase 
over the 1954 base is requested 


Travel expense: This prevides for authorized travel of personnel and their 
dependents 

Transportation of things: This provides for transportation of household 
effects of personnel on change of station and transportation charges incident to 


operation of Coast Guard units. No increase over the 1954 base is contemplated 
Ordnance: This provides ammunition for gunnery and small-arms training, 
pyrotechnics, and maintenance of ordnance equipment. No increase over the 


1954 base is requested 

Printing: This provides for publications, changes in administrative instructions, 
and a supply of approximately 1,250 forms. No increase over the 1954 base is 
contemplated 

Maintenance of vehicles: This provides for repairs for 2,790 vehicles in opera- 
tion. No increase over the 1954 base is requested. 





411 


Vehicle replacement: This provides for replacement of 32 passenger cars, 180 


trucks, and 10 trailers No increase over the 1954 base is requested. 
Boat replacement: This provides for replacement of 169 of the 3,609 boats in 
service. No increase over the 1954 hase is requested. 
Unallocated personnel expense: This item provides for personnel who car 
be arged directly to either operational or administrative units, for exar 
rsonnel in hospitals, in transit, in training, and caretakers of inactive 
No increase above the 1954 base is requested 
Liaison personnel to other Government agencies: Included in this program are 
personnel engaged in providing liaison with the Department of Defense and other 
Government agencies No increase over the 1954 base is requested 
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Analysis of direct and indirect obligations by activity 


Appropriation estimate, 1954 


tivit 
Direct Indirect Total 

obligations obligations obligations 

r f ent $64, 920, 478 $26, GRR, SSS £91, 909, OFF 

2. Operat fa t : at 8, 188, 664 15, 875, 702 54, 064, 366 

Operat f ta for meteorological a her 

23, 861, 072 9, 919, 469 33, 780, 541 

4 Port se rit 14, 300, 893 5, 945, 134 20, 246, 027 

Total 141, 271, 107 58, 728, 893 200, 000, 00 


N otge.—Indirect expense is prorated to activities in direct ratio to amount of direct expense 


Standard « lassification schedule 


Increase (+ 
r cecrease 


1954 estimate 


Appropria A ppropria Appropria : 
m estimate tion bast tion estimate Over 
1953 1954 1954 
Bast Estima 
1954 1953 
Total ny mber of permanent positions 
Military 35, 293 35, 293.0 35, 293.0 
Civilian 3, 386 3, 386.0 3, 386, 0 
Total 38, 679 38, 679.0 38, 679.0 
Part-time lamplighters 581 581.0 581.0 
Average number of all employees 
Military 35, 036 | 34, 836.0 34, 836. 0 200.0 
Civilian | 
Permanent 3, 209 -] 3, 103.9 3, 103.9 105. 1 
Part time 98 | Os 98 
Total 38, 343 38, 037.9 38, 037.9 } 305. 1 
AVERAGE SALARIES AND GRADES | 
} 
| 
General schedule grades 
A verage salary $4, 096 $4, 170 $4,170 |. +-$74 
Average grade GS-5.3 GS-5.3 GS8-5.3 
Crafts, protective and custodial grades 
A verage salary $2, 950 $2, 989 $2, 989 +$39 
A verage grade CPC-3.3 CPC-3.3 CPC-3.3 


OBJECT 






CLASSIFICATION 





Personal services: Civilian, departmental 
Net permanent $3, 326, 444 $3, 305, 894 $3, 305, 894 — $20, 550 
lemporary employees 4. 000 4, 000 4, 000 . 
Regular pay in excess of 52 weeks 12, 787 12, 787 12, 787 
Payment above basic rates 10, 000 10, 000 10, 000 














Subtotal departmental 3, 353, 231 3, 332, 681 3, 332, 681 — 20, 550 
Field 
Net permanent 9, 327, 540 9, 001, 097 9, 001, 097 —326, 443 
Temporary employees 456, 865 456, 865 456, 865 
Regular pay in excess of 52 weeks 19, 127 19, 127 19, 127 
Payment above basic rates 258, 123 258, 123 258, 123 
Subtotal field __. : 10, 061, 655 9, 735, 212 9, 735, 212 —326, 443 





ote ivilian _ 13, 414, 886 13, 067, 893 13, 067, 893 — 346, 993 
Military 107, 624, 362 107, 996, 461 107, 996, 461 7 +372, 099 
Total personal services 121, 039, 248 121, 064, 354 121, 064, 354 |__- +25, 106 
Travel 4, 900, 000 4, 900, 000 4, 900, 000 
Transportation 33100, 000 3, 100, 000 3, 100, 000 
Communication services 756, 200 756, 200 756, 200 
Rerts and utility services 1, 443, 103 1, 391, 103 1, 391, 103 |. — 52, 000 
Printing and reproduction_. 513, 000 513, 000 513, 000 ; 
Other contractual services ; 19, 727, 634 19, 727, 634 |__. — 58, 710 
Supplies and materials 34, 157, 948 34, 157, 948 — 302, 798 





Equipment o . 12, 758, 591 11, 696, 991 11, 696, 991 — 1,061,600 

















Standard classifice 


OBJECT CLASSIFICATION 


is and structures 
Pensions, annuities, 








1 indemnities 


Taxes and assessments 


Refunds, awards, & 


Subtotal . 
Deduct for subsistence and quarters 


Total appropriation « 


Does not include supplemental e 


Summar 


OPERATING EXPENSES 


Military 
Commissioned officers 
Warrant officer 
Cadet 
Enlisted mer 





oT 
Saloried employee 
Depsrtmental 
Field 
Subtotal liried 
Wage B pl f 
Part-tl f nter 
Part-time | borrd 
Subtot:l, civilian persor 
nel 
Le juarters deduction for civili 


Net, civilian personnel 
lotal, operating expense 


ACQUISITION, CONSTRUCTION ANI 

IMPROVEMENTS 

Temporary salaried 

RESERVE TRAININ‘ 

Military (administrative 
Commissioned officers 
Enlisted men 


Subtotal, military 


Civilian (administrative 
mental, ssluried 


Depart 


rrainees 
Commissioned officers 
Enlisted men 
Subtotal, trainees 


Total, Reserve training 





r estimate 


continued 


snd insurance claims 
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ulion 


$250, 000 











schedule C 





1 169, 000 2 419, 000 
45, 500 45, 500 
26, 000 6, OOO 
199, 247, 730 200, 04 0 
47, 730 47 0 
199, 200, 000 200, 000. 000 
1ate to cover cost of isterir rut 
y comparison of personne 
1952 actual 5 tir 
Average — A verage 
Cost 
number number 
2 743.8 |$17, 897.6 0 |$2 
YO7. 4 4, 878, 491 24 
496.0 (i7$ 0 
ym 231. ¢ 69, 5 0 31, 431. ¢ gO) 
2, 378. 8 j2, 991, OLY 036. 0 ) 
R14 { OO ROW) ® 4 
1, 240. 2 081, O66 1, 218 
2, 054. 2 & 280), Nee > (54. ¢ + 
OR. ( , US sf ( 4 4 
Kt) 82. 756 ti 
12.0 42¢ 0 
164. 2 2, 862 
40, 24 
2 642. 106 
35, 543. 0 | 105, 633, 12 a8, 34 121 
t 0 IS? GLA 65.0 
33. 0 224, 249 59. 8 
44.1 166, 677 52 8 
77.1 390, G26 112 6 
129 39, 219 20.1 
R80 0 334, 805 662. 0 
2, 707.0 493, 200 3, 422.0 l 
3, 087.0 828, 005 4, 084.0 l 


1, 258, 150 


$250 
2, 419 





200, 047, 


000 
O00 


, 500 
26, 000 





47,73 





200. 000. 
1y ment 
late 
Cost 
S70 
v0 
£52, SS 


07. 48 
st 

469, 0 

6, 9 
OOK 
404, BRE 
47. 73( 
44; y 
0 y18 
229. 510 
444, 450 
207, 800 
652, 280 
61, 800 


424, 602 
007, 035 


431, 637 


145, 717 


000 


Public I 








number 
3, 142. ( 
24 
v0 
4 8360 
R14 
lL. 1 ~ 
1,991.9 
R ) 
0 
i) 
> 
» «4 
20. 1 
479.0 
2, 904.0 
3, 383. 0 


w 550) 


401 


wi 


R00 











416 


Summary comparison of personnel—Continued 





1952 actual 1953 estimate 1954 estimate 
Approy 
A verag Cost Average Cost Average Cost 
number number number 
A 
M 
( t 13.4 $1 { 7.9 15. 7 $129, 021 
“ 13 s 1 10.3 4, 378 
} 19,2 294 ] 100. 0 IST, At 
Ss 483, 4 1 2 126. 0 481, 254 
3 ( i l 1, 797 194.0 753, 9 
WW ) ( &. O09 ) 2 0.0 RR 7v0 1, 244.0 2 Am4 
bt - 8, 644, 348 7 J, 662, 587 1, 438. 0 991, 499 
( 7, 84 19. 2 ), IR1. 954 1, 564 6, 472, 7 
MI for 9 Ro () 13, SHA, 442 $5. 280.8 108, 796, 009 35. O74. € 109, 129. 99 
l 8, 288 41 23, 461 5 4,715. ( 19, 402, 9 
R28, 0 4, O84 431, 637 3, 383. 0 415,114 
301, 73 133. 688. 690 129, 948, 071 
INCREASES AND DECREASES FOR FISCAL YEAR 1954 


Mr. Canrietp. Your 1953 appropriation was $199,200,000 and 
vou are asking for 1954 an amount of $200,000,000, a net increase of 
$800,000. We understand the increase of $800,000 is attributable 
to mustering-out payments in 1954 authorized by Public Law 550, 
estimated at $2,250,000, together with an estimated increase in the 
discharge and recruiting program turnover which will involve terminal 
leave payments, at an estimated increase of $811,000, aggregating a 
total increase of $3,061,000. We also understand that this increase 
is partially provided for by contemplated reductions and nonrecurring 
items as follows: 

Reduction of 200 enlisted men and 105 civilians and estimated 
savings in pay and rations, et cetera, of $1,091,400. 

Deferment in boat building and ordnance training programs, 
$867,000 

Nonrecurring labor-saving equipment $194,600, and other items 
$108,000 of reductions totaling $2,261,000, leaving a net increase of 
$800.000 ; 

You have to reduce some of your force, at least to the extent of 200 
enlisted men and 105 civilians? 

Admiral O’Neiiit. Will you explain that reduction, Admiral 
Richmond? 

\dmiral Ricamonp. Under the ceilings it was the only way to 
accommodate these personnel figures, to look forward to a reduction 
in the average employment in the Coast Guard military personnel, to 
the extent of 200 enlisted men for the fiscal year 1954. 

Mr. Canrietp. Your mustering-out payments, I understand, total 
about $4,600,000 in the first 7 months of 1953? 

Admiral RicHMonpb. For the entire year 1953 we estimated that the 
mustering-out payments would run $4,800,000. We have already 
disbursed $4,600,000 in mustering-out payments. 
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Mr. Canrretp. You will have to reduce your complement and 
defer your boat building and ordnance training program? 
Admiral Ricumonp. That is right. That is for 1954. 


SAVINGS IN FISCAL YBAR 1953 


| might explain it this way, Mr. Chairman. In any program as 
large as that operated by the Coast Guard, there are certain factors 
that you cannot always lay out dollarwise exactly. Actually in this 
year we have made a nonrecurring saving through the delay in attain- 
ing our rating structure upon which the 1953 estimates were predi- 
cated. In other words, what has happened is that whereas we ex- 
pected to be up to a certain savas ratingwise, actually we bave not 
attained that strength. As a result of that we have effected a saving 
of $2,227,000 which will offset the extra cost of mustering-out pay- 
ments which were not anticipated in the 1953 estimates as presented 
to this committee. 

Another item which has not met our expectation is that of depend 
ents’ assistance allowances. In other words, when we laid out the 
program for 1953 we anticipated it would be necessary to pay a certain 
number of dependents’ allowances. Actually, the number of married 
men in the service has not run as high as antic ipated so that for the 
current fiscal year we figure that there will be a recurring saving 
assuming that the statistics of this vear are carried forward into next 
vear, of about $800,000. 

furthermore, provisions and rations have not run as high as we 
anticipated. We have a recurring saving assuming that food-level 
prices do not increase, of another $323,000. 

There is another thing. You will seenbunber in the commandant’s 
statement he mentioned the ice-breaking in Illinois River. Nature 
has been kind to us this vear and we have had very little ice-breaking 
to do. So, therefore, the money that would have been spent for ice- 
breaking may be utilized to offset this increased cost of mustering-out 
pay. This is a nonrecurring saving. 

All in all, we hope to offset in 1953 the additional cost of mustering- 
out payments by both recurring and nonrecurring savings in the 
program. In addition to that, in order to be absolutely sure, we have 
had to curtail to some extent our program. In other words, we are 
right now practicing every economy to be sure that we will come 
out at the end of the vear with enough money to balance our accounts 
It means cutting down on everything along the line itemwise in order 
to be sure that an unanticipated cost of $4,800,000 is met within the 
money that was provided in 1953. 

Mr. Canrie.p. Currently, you do not contemplate coming before 
the Congress with a supplemental request for 1953? 

Admiral RicHMonp. No, sir; to be frank with you, and with all due 
deference to the Congress, by the time we would get the money, it 
would not do us any good. So we have had to readjust our program 
in order to be sure that we did not go in the red, because we could not 
wait until June to get this money. It would not do us any good then 
We have got to have the money now if we are going to meet the pro- 
gram, and it just would not be practical, frankly, to get a supplemental 
through at this time. 

Mr. Canrire_p. Admiral, for the purposes of continuity, I am going 
to proceed with each of the items in order 
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SearcH, Rescugr, aND LAw ENFORCEMENT 


Under “Operating expenses”’ the first item is “Search, rescue, and 
law enforcement.”’ The amount you are asking for 1954 is $91,909,066 
Does that represent any increase over 1953? 

Admiral Ricumonp. Dollar-wise it will, because of the way the 
budget is made out, but operational-wise it does not. Let me explain 
it this way. As you know, under this type of budget presentation, 
all of the direct costs are put in, but there are a great number of 
indirect costs which are also set up in the budget and the only way, 
you can apportion those back to these various programs is to do it 
on a percentage basis. So therefore there might be in the end figure 
a variation, of about a half a million dollars. 

Mr. CaANFreLp. Such as the Academy, and so forth? 

Admiral Ricumonp. Yes, sir. Those are indirect costs that have 
to be apportioned back to the programs on a proportionate basis and 
that would give us a slight variation in the figure of about a half a 
million dollars. But there is no increase in the program itself. 


HIGHLIGHTS OF ACTIVITIES DURING FISCAL YEAR 1952 


Mr. Canrre_p. Admiral, will you elaborate for the record some of 
your work in this last year in search, rescue, and law enforcement, 
having in mind the table on page 259 of the justification. 

Admiral RicumMonp. I gather what you have in mind are specific 
instances. Of course, during the year, the vessels have been on 
station both for ocean station work and search and rescue work. 
Although they are primarily for weather reporting they do get an 
overlapping of search and rescue work. For example, the most 
recent case with which I think the committee is familiar was the 
rescue of the 10 or 11 men in the Atlantic from the Navy aircraft, 
one of the Truculent Turtle type, that was forced to ditch. 

The committee will also recall, when they visited Bermuda, that we 
were in the process of setting up a rescue coordination center, and a 
search and rescue station there. About 2 weeks after we left, the 
first vessel to go on station at Bermuda was instrumental in saving a 
few lives from the Cuban airliner that crashed on takeoff from the 
airfield. 

Another case of search and rescue which probably is one of the 
most outstanding, was the one of last spring, when the two tankers 
broke up on the Hook at Cape Cod and they managed to rescue a 
number of men from those two tankers. That would be in the fiscal 
year 1952. 

Also I might mention that the search and rescue station that was 
set up in the Philippines had hardly been established before they 
participated in an attempt to rescue the men on the Navy plane that 
was forced down off Amoy. The committee has a general idea of 
the locality there. I regret to say that we lost the plane and five 
men in the rescue attempt. But that was through no fault of the 
crew as far as their effort was concerned. 


NUMBER OF VESSELS 





Mr. Canrre_p. Admiral, how many vessels do you have in search, 
rescue, and law-enforcement work? 
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Admiral RicumMonpb. One hundred and fifty-one vessels of all types 
Phat includes anything over 65 feet That does not include the ocean 


i 


station vessels. 
NUMBER OF AIR STATIONS, AIR DETACHMENTS, AND AIRCRAFT 


Mr. CanrFieLp. How many air stations, air detachments, and 
aircraft? 
Admiral RicumMonp. Nine air stations, 13 air detachments, and 
96 aircraft. 
CONDITION OF AIRCRAFT 


Mr. CanFie_p. What is the condition of the aircraft? 

Admiral RicumMonp. At the present time, the Coast Guard has of 
all categories in the service 137 aircraft. Ninety percent are at all 
times operational. Out of this group between 40 and 50 fixed- and 
rotary-wing—I can give you the exact numbers, if you wish—between 
10 and 50 have been replaced within the last 3 to 4 years, mostly 
in the last 2 years. The balance are planes that are obsolete or will 
be obsolete or obsolescent within the next 3 to 4 vears. 


NUMBER OF LIFEBOAT STATIONS 


Mr. CanFie_p. How many lifeboat stations do you operate? 

Admiral Ricumonp. One hundred and fifty-one lifeboat stations. 

Mr. Canriecp. Have you been adding to that number or decreasing 
that number in recent years? What has been the trend? 

Admiral RicuMonp. Two years ago, as the result of an operational 
survey made by a board, we did reduce the number of stations 
There have been no reductions during the last year. As a matter of 
fact, I think actually we reopened one station when it was demon- 
strated that our judgment in closing that station had probably been 
faulty. 

NUMBER OF MARINE INSPECTION OFFICES 


9 


Mr. Canrie_p. How many marine inspection offices do you have 

Admiral Ricumonp. Forty-six. 

Mr. CanFieLp. Will you tell us something about this work, what 
it entails. 

Admiral Ricumonp. That work entails the licensing—that is, the 
examination, and licensing of officers and the certificating of men, 
examining them as necessary; the conducting of annual inspections of 
merchant vessels and special Inspections as required, and also general 
inspections of operating conditions and safety aboard merchant 
vessels. 

SHORE-SUPPORT FACILITIES 


Mr. CANFIELD. Shore-support facilities: that includes what physical 
properties? 

Admiral RicumMonp. Moorings, where we tie up small boats; bases, 
such as Constitution wharf in Boston. 

Mr. CanFretp. Radio stations? 

Admiral RicumMonp. Radio stations, maintenance of the Interna- 
tional Ice Patrol Office, radio-direction-finder stations, and search- and 
rescue-group offices and section offices. 
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OCEANOGRAPHIC UNIT AT WOODS HOLE, MASS. 


Mr. Canrietp. What is the oceanographic unit at Woods Hole, 
Mass.? 

Admiral Ricumonp. It is a unit which has been established to ana- 
lyze the results obtained on the International Ice Patrol and the re- 
lated information so far as oceanographic information is concerned and 
how it would affect the conduct of the lee Patrol. The personnel in 
that office are carried on the [ce Patrol. 

! might mention, with respect to the International Ice Patrol and 
this particular item, that a certain amount of that money is recaptured 
by the Government. It is not recaptured for the Coast Guard, but 
it is recaptured to the Government because other nations contribute 
a share of the cost of the operation. 


OPERATION OF DESTROYER ESCORTS 


Mr. Canrievtp. Admiral, is the Coast Guard currently operating 
destroyer escorts in connection with the military-preparedness pro- 
gram? 

Admiral RicumMonp. Yes, sir; it is. 

Mr. CANFreELD. How many? 

Admiral RicHmMonp. ‘Twelve. In connection with the search and 
rescue program and the ocean stations—when we expanded in the Pa- 
cific on ocean stations we could not get any more seaplane tenders, so 
we took DE’s and furthermore, when the program was expanded for 
search and rescue, we had to take DE’s. The total number is 12. 

Mr. Canrreip. Are there any other Navy ships involved in this 
program? 

Admiral Ricumonp. When the ocean-station program was expanded 
the only vessels we obtained for that program were the seaplane 
tenders which the Navy loaned to us. 

Mr. Canrretp. This is a Pacific operation? 

Admiral Ricumonp. All the DE’S except one are operated in the 
Pacific. The seaplane tenders are both in the Pacific and in the 
Atlantic 

Mr. Canrietp. Gentlemen, the subject-matter is search, rescue, 
and law enforcement; Mr. Wilson? 

Mr. Witson. 1 have no questions at this time. 

Mr. Canrietp. Mr. Gary? 


COAST GUARD STATION AT BERMUDA 


Mr. Gary. Admiral, I believe since we considered the budget last 
year you have opened a new station at Bermuda? 

Admiral RicumMonp. Yes, sir. 

Mr. Gary. Will you tell us why that station was opened and what 
vou have there now in the wav of facilities. 

Admiral Ricumonp. Under the military-readiness program as pre- 
sented, there were involved two items. One was an increase of 
personnel aboard combatant ships to properly man the additional 
armament being put aboard and furthermore to prepare those vessels 
in the event of an emergency. 

The other phase of the program was the addition of 7 search and 
rescue centers with some additional equipment at 2 places where we 
were already located. Those places were Argentina, Bermuda, 
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Guam, Sangley Point in the Philippines, Midway, Adak, and Wake. 
(‘he Bermuda station was made operative on the Ist of December of 
ast vear. Actually in Bermuda we have a_rescue-coordination 
enter 

Mr. Gary. Was not that situation affected somewhat by the fact 
that the British withdrew the installations that they had there? 

Admiral Ricumonp. That is correct, sir. The British had used 
Bermuda for basing their West Indies Squadron, as they called it 
hey were in the process of withdrawing and have withdrawn now 

The Navy, of course, has an installation there, part of the Atlantic 
Fleet setup. We have gone on the Navy’s reservation, with the 
Navy’s approval, and have a coordination center in one of the Navy’s 
buildings. We have stationed out there 3 PBM’s and 1JRF. The 
JRF is a small plane. We have those planes with the necessary 
supporting personnel. The personnel are the personnel for the 
aircraft and the coordination center. 

In addition to that, the vessels that are operated on ocean stations 
stay there for an additional period before returning to their home ports. 
So that we do have a vessel there all the time. But the vessel is not 
permanently stationed at Bermuda. It is simply a rotation through 
there as part of one of their ocean patrols. 

Mr. Gary. The British have withdrawn completely? 

Admiral RicHMONb. Yes, sir 

Mr. Gary. And you have taken over the duties that the British 
formerly performed to some extent? 

Admiral RicuMonp. To some extent. Ido not want to mislead the 

committee that we are taking on what the British did because, as I 
told vou, sir, the British vessels were British naval vessels. They 
onstituted their so-called West Indies Squadron. They had no 
search and rescue duties as such. Obviously, if there was a distress 
call they would do what any naval vessel could do to alleviate the 
distress, but they had no responsibility for that. 

Mr. Gary. Their withdrawal, however, accentuated the need for 
search and rescue work and other activities there? 

Admiral RicHMonp. Yes, sir. 

Mr. Gary. Did not that station participate in some rescue work 
right after it was opened? 

Admiral RicumMonp. Five days after. I think the crash was 
December 5 and we opened the station on December 1. 


POSSIBLE EFFECT ON COAST GUARD OF TIDELANDS OIL LEGISLATION 


Mr. Gary. Admiral, what effect will the proposed tidelands oil 
legislation have on the Coast Guard, if any? 

Admiral RicumMonp. Regardless of which way the legislation is 
resolved, if it promotes the development of offshore oil, it will have a 
major effect on the Coast Guard, because it will present a number of 
problems in the field of aids to nsvigation and merchant marine laws, 
with respect to the transportation of personnel to and from these 
drills, the use of boats that would conduct the workers, as well as, 
possibly, the barges that might carry the products from the well 
ashore. Does that answer your question? 

Mr. Gary. Yes. I think that is all I have on this section, sir 

Mr. James. No questions at this time. 

Mr. PassMan. No questions. 
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EXPOSURE SUITS 


Mr. Steminskr. With respect to search and rescue, would it con- 
tribute to the saving of any lives, or cut down any serious illnesses, 
if you had cold-bar suits available with lifeboats? I understand that 
there is a waterproof suit, a weather-conditioned suit which is called 
the cold-bar suit, used in Korea. I wondered if there was anything 
in that line of clothing that you could use in your rescue work, aboard 
ship? 

Admiral Ricumonp. | am not familiar with the cold-bar suit, but 
I would guess that the specific answer to your question is, no. There 
were, of course, developed during the last war a number of survival 
suits which probably would be better for anyone immersed in water 
than what I think you mean by the cold-bar suit. I believe I am right 
when I say that most of the transoceanic planes carry a lightweight 
version of that exposure suit. We also have something like that 
aboard our ships. Merchant vessels no longer, to my knowledge, 
carry exposure suits. 

Mr. Sreminski. Thank you. 


OPERATION OF AIDS TO NAVIGATION 


Mr. Canrietp. The second activity under operating expenses 
is “Operation of aids to navigation.’’ According to your justifica- 
tion, this activity covers the operation and maintenance of buoyage, 
daymarks, light stations, light ships, fog signal stations, radio beacons, 
and loran stations 

Admiral RicumMonp. That is correct. sir. 

Mr. CanrieLtp. No new program in loran is being projected at this 
tim« 

Admiral Ricumonp. No, sir; no new program. 


NUMBER OF “LIGHT SHIPS”’ 


Mr. CanrieLtp. How many light ships does the Coast Guard have 
in operation now? 

Admiral Ricumonp. Thirty-six, although the 4 Johns light 
vessel will be withdrawn, so that the number will be 35 


NUMBER OF LIGHT STATIONS, FOG SIGNAL STATIONS, AND RADIOBEACONS 


Mr. Canrietp. How many light stations, fog signal stations and 
radiobeacons? 

Admiral RicumMonp. 410 are projected. 

Mr. Canrige tp. This committee visited one of your stations in the 
Bering Sea. That was the one at Scotch Cap? 

Admiral RicHMOND. Yes, sit 

Mr. CanFieL_p. You do, however, have some stations further north? 

Admiral Ricumonp. I believe that is probably as far north as any 
manned light; I think I can say positively that that is the northern- 
most manned light. 
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NUMBER OF TENDERS 


Mr. CaANFieLp. How many tenders does the Coast Guard operat: 
Admiral RicHMoND. 112, sir, of varving lengths up to 189 feet 


\ir (*ANFIELD. What Is the condition of these vessels? 
Admiral RicHMOND Generally vood 

MANNED AIDS 
Vii CANFIELD When vou reler to manned atid wna | not 


mber is 431— what do vou meat 
Admiral Ri HMOND Those that have personnel attached 
re vessels and lighthouses where we keep personnel for operation of 
he facility. 
NMANNED S 


= » 


Vir. CANFIELD. And the unmanned aids totaling 37,365 are what 
Admiral RICHMOND. They would be buoys, beacons that operate 
itomatically and have to be serviced by tender or by boat usually; 
they have to be serviced periodically. I have a breakdown of the 
different types if you would like to have it for the record 
Mr. Canrie.tp. That may be inserted in the record at this point. 
The matter referred to is as follows: 





Radiobeacons 33 
Sound signals 290 
Lighted fixed aids 9 650 
Day beacons + 900 
Radar beacons 15 
Buovs 
Lighted , O50 
Unlighted 17. 500 
Sound 367 
spar 4 1. 560 
Total 7 


SUPPORT VESSELS AND AIRCRAFT 


) 


Mr. Canrietp. Under this item you have 2 support vessels and 7 
upport aircraft? 

Admiral RicumMonp. Yes, sir 

Mr. CanFieLp. Will you tell us about them and the contribution 
that they make to your service? 

Admiral RicumMonp. The support vessels are required in the Pacific 
for servicing loran stations both from the standpoint of construction, 
whenever there is a new station, or rebuilding, and from the standpoint 
of periodic supply of heavy lift material. The aircraft are used in 
the Pacific for the same purpose; that is, support principally of loran 
stations, although in Alaska for light stations as well. They are used 
in addition, for dropping mail and lighter support supplies, and 
carrying personnel to and from the various units. 

As a practical matter, it would be very expensive to relieve personnel 
at some of these loran stations by surface transport. It is much more 
practical and cheaper, in the long run, to fly the people there, than 
to depend on surface transportation. 















422 


EXPOSURE 


SUITS 





Mr. Steminskr. With respect to search and rescue, would it con- 
tribute to the saving of any lives, or cut down any serious illnesses, 
if you had cold-bar suits available with lifeboats? I understand that 
there is a waterproof suit, a weather-conditioned suit which is called 
the cold-bar suit, used in Korea. I wondered if there was anything 
in that line of clothing that you could use in your rescue work, aboard 
ship? 

Admiral Ricumonp. I am not familiar with the cold-bar suit, but 
I would guess that the specific answer to your question is, no. There 
were, of course, developed during the last war a number of survival 
suits which probably would be better for anyone immersed in water 
than what I think you mean by the cold-bar suit. I believe I am right 
when I say that most of the transoceanic planes carry a lightweight 
version of that exposure suit. We also have something like that 
aboard our ships. Merchant vessels no longer, to my knowledge, 
carry exposure sults. 
Mr. Steminski. Thank you. 




















OPERATION OF AIDS TO NAVIGATION 





Mr. Canrietp. The second activity under operating expenses 
is “Operation of aids to navigation.’”’ According to your justifica- 
tion, this activity covers the operation and maintenance of buoyage, 
daymarks, light stations, light ships, fog signal stations, radio beacons, 
and loran stations. 

Admiral RicumMonp. That is correct. sir. 

Mr. CanFigELp. No new program in loran is being projected at this 
time? 
Admiral Ricumonp, No, sir; no new program. 


NUMBER OF “LIGHT SHIPS”’ 


Mr. CanrieLtp. How many light ships does the Coast Guard have 
in operation now? 

Admiral Ricumonp. Thirty-six, although the St. Johns light 
vessel will be withdrawn, so that the number will be 35 
























NUMBER OF LIGHT STATIONS, FOG SIGNAL STATIONS, AND RADIOBEACONS 
Mr. Canrietp. How many light stations, fog signal stations and 
radiobeacons? 

Admiral Ricumonp. 410 are projected. 

Mr. Canrie.tp. This committee visited one of your stations in the 
Bering Sea. That was the one at Scotch Cap? 

Admiral Ricumonp. Yes, sir. 

Mr. Canrretp. You do, however, have some stations further north? 

Admiral Ricumonp. I believe that is probably as far north as any 
manned light; I think I can say positively that ‘that is the northern- 
most manned light. 
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NUMBER OF TENDERS 


Mr. CANFIELD. How many tenders does the Coast Guard operate? 
Admiral RicHmMonp. 112, sir, of varving lengths up to 189 feet 

Mr. CANFI! LD. What is the condition of these vessels? 

Admiral RicuMonp. Generally good. 


MANNED AIDS 


Mr. CANFIELD. When you refer to manned aids—and I note the 
number is 431— what do vou mean? 
Admiral RicumMonp. Those that have personnel attached The 


are vessels and lighthouses where we keep personnel for operation of 
the facility. 
UNMANNED AIDS 


— 6) 


Mr. Canrretp. And the unmanned aids totaling 37,365 are what? 

Admiral Ricumonp. They would be buoys, beacons that operate 
automatically and have to be serviced by tender or by boat usually; 
they have to be serviced periodically. I have a breakdown of the 
different types if you would like to have it for the record. 

Mr. Canrietp. That may be inserted in the record at this point. 

(The matter referred to is as follows:) 


{adiobeacons 33 
Sound signals 290 
Lighted fixed aids peas 9 650 
Day beacons 1 900 
Radar beacons 15 
Suoys: 
Lighted 3, 050 
Unlighted 17, 500 
Sound 267 
Spar 1, 560 
Total a y . 37 365 


SUPPORT VESSELS AND AIRCRAFT 


Mr. Canrievp. Under this item you have 2 support vessels and 7 
support aircraft? 

Admiral RicumMonp. Yes, sir 

Mr. Canrieitp. Will you tell us about them and the contribution 
that they make to your service? 

Admiral RicumMonp. The support vessels are required in the Pacific 
for servicing loran stations both from the standpoint of construction, 
whenever there is a new station, or rebuilding, and from the standpoint 
of periodic supply of heavy lift material. The aircraft are used in 
the Pacific for the same purpose; that is, support principally of loran 
stations, although in Alaska for light stations as well. They are used 
in addition, for dropping mail and lighter support supplies, and 
carrying personnel to and from the various units. 

As a practical matter, it would be very expensive to relieve personnel 
at some of these loran stations by surface transport. It is much more 
practical and cheaper, in the long run, to fly the people there, than 
to depend on surface transportation. 
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LORAN STATIONS 
| would like to correct one matter with respect to loran stations. 
We show 37 stations here. Actually, the number that will probably 
be operated will vary somewhat from that for this reason. We are 
presently, out of this vear’s appropriations, constructing 4 stations in 
the Pacific, although 1 of those is a replacement for another station 
which will be what amounts to an east Philippines chain—that is, 
between Guam and the Philippines. Those stations are scheduled to 
go on the air and to be operative probably by fall. That will increase 
the number of stations in operation. However, at the same time, there 
are negotiations going on to turn over to the Canadian Government 
stations in Labrador, so that this is an average operational figure and 
not the exact number at any particular time. 

TYPHOON NEAR WAKI 


ISLAND 








Mr. Canrietp. What happened to the station on Wake Island, 
when vou had that difficulty out there? 

(Admiral RichMonb. It got pretty badly smashed up, sir, but 
temporary repairs have been made and it is back on the air, but it has 
never been properly replaced 
You will recall, having seen the station, this [indicating photo- 
graphs was the Station when you were there This is the station as 
a result of the typhoon. We have submitted a supplemental looking 
toward the ultimate repair of this station and the indications were 
that we would be allowed to seek it as a permanent typhoon-proof 
station 

Mr. Canrretp. Admiral, you say that you are going to present a 
supplemental request in connection with the Wake Island item? 


Admiral RicHmMon | would hope so, si 

Mr. Canrietp. Would that include funds for quarters? 

Ad | RicumMonp. No, sir; it would not It does not contem- 
pl quarters Yo reeall, Wake has also a search and rescue unit. 
At tl me the typhoon Olive struck, we were putting in a building, 

temporarv buildin to house the search and rescue unit. But it 
would have been foolish to continue to have our loran people quartered 

he CAA building, so that building would have had to accommodate 
the combined operation, namely, the loran personnel and the search 
and rescue personnel. The building had not been built as yet when 
the typhoon struck. Most of the material was on the spot and it was 
blown out to sea However, because we have to get on with this 
search and rescue unit, we have gone ahead and gotten new material 
in there and that building will shortly be ready for occupancy. The 
men are now living in tents. All the men, both search and rescue 


men and the loran people will be in the temporary building. 





LORAN 





COVERAGE 





OF THE ATLANTIC COAST 
Mr. Canriretp. Admiral, does the Coast Guard have much of a 
loran setup in the Atlantic? 

Admiral Ricumonp. We have complete coverage of the Atlantic 


coast. 


Mr. Canrietp. Do you have a station at Greenland? 

















o 


Admiral RicumMonp. No, sir, not at the present time. That is one 
of the stations that has been transferred to the Danes 

(Discussion off the record.) 

Mr. CANFIELD. I think it should be stated for the record that, ac- 
cording to Coast Guard parlance, loran stations emit successive radio 
signals wh ch are synchronized In a group or chain of three Stations 

$y means of special receiving equipment that measures the time differ 
ence between the receipt of the signals from the loran stations in the 
eTouyp, ships and aircraft obtain a position. 

Mr. Gary. You referred to the fact that this additional appropria 
tion is to take care of a new chain of loran stations. Where are they 
located? 

Admiral Ri HMOND I would like to go off the record and wnswel 
that question, if | may 

(Discussion off the record 

Mr. Gary. That is all 


FOUNDING OF THE COAST GUARD 


Mr. Steminskt. How old is the Coast Guard, sir? 

Admiral O’Netuu. It was founded in 1790 

Mr. Steminskt. What was the purpose of founding the 
Guard? 

Admiral O’Neiuu. It started out as an organization that was « 
lished in 1790 for various duties, one being for the protection of 
toms revenue; also to render aid to distressed vessels and for s 
pression of piracy; duties of that type, under the conditior 
faced by our new Government 

\1 NSKI At the time 
there 1) { rasa Dep 


\dmiral RicHMoNDb. No, sir 


Mr. SIEMINSKI Therefore the founding of the Coast Guard, 


your opinion, was for reasons of strengthening the position of the 


‘Treasury? 

Admiral O’Nerui. That is correct. We were in the Treasury 
Department at the time of the founding. It was placed in the 
Treasury Department. 

Mr. Steminskt. Therefore, any attempt to attribute commerical 
aspects to the Coast Guard is merely an attempt to build an empire by 
people who might want more jobs within their department. 

That is all. 


Mr. Canrie_p. The committee will adjourn until 9:30 tomorrow 


TurespAy, Marcu 24, 1953. 


OPERATION OF OCEAN STATIONS FOR METEOROLOGICAL AND OTHER 
SERVICES 


Mr. Canriretp. This morning we take up the third item under 
“Operating expenses.”’ This is for “Operation of ocean stations for 
meteorological and other services.’”” The budget estimate for 1954 is 
$33,780,541. Admiral, will you be good enough at this time to sketch 
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this operation for us in a little more detail than you did in your opening 
statement? 

Admiral O'Neill. If it would please the committee, I would like to 
have Admiral Richmond give the committee a complete picture of our 
ocean station program 


Mr. CANFIELD. Very well 








OCEAN 


STA 


TIONS 







Admiral RicumMonp. We are presently operating 10% ocean stations 
n both the Atlantic and the Pacific; 5% in the Atlantic and 5 in the 
Pacific The other governments are operating additional stations in 
the Atlantic and in the Pacific. 







Wi Is¢ in thi Ope ration an averave of 29 vessels. The service 
consists of one of our major vessels operating in a given area in the 
ocean, with observations by Weather Bureau personnel aboard 







reporting the weather in that area. ‘The vessels also act as naviga- 
tional stations for planes flying the ocean. They have a naviga- 
tional aid aboard. In addition to that, they use radar and make 
contact with planes, as many as they can, so that they act in a sense 
as a radar search group. 

In addition, they are search and rescue vessels in the event that a 
plane is in trouble. There have been a number of instances where 
planes have ditched near these vessels or made contact with the 
vessels and our crews have been successful in making rescues. 

I mentioned one instance yesterday, in the case of the Navy plane 
where they were forced to ditch, in which case the entire crew was 
saved 






























ASSISTANCE 
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HOLLAND 


The operation today is the same as was described previously before 
this committee. There is one interesting angle that has come up. 
Early in the year, as a result of the disastrous floods and weather in 
Europe, the Dutch Government approached the Coast Guard directly 
through their representative at the Embassy here, and asked if we 
would trade, if you want to use that term, one patrol early in the year— 
that is, we would take their patrol and they would, in effect, pay us 
back with a later patrol, that being purely a matter of switching a 
patrol. We agreed to that, realizing that they were faced with a very 
disastrous situation. However, since that time they have found that 
the rebuilding of their dikes, and so forth, is going to require that they 
use their vessels as meteorological vessels in the North Sea this summer 
and they have made a request of the State Department, that the Coast 
Guard assume their obligation for the balance of this year, or, through 
November. This would amount to four patrols. 

In other words, they feel that they are not able to pay back the 
borrowed patrol, so to speak, nor take on the additional three patrols. 
We have indicated at the present time to the State Department that 
by readjustment of our schedules and bringing a ship north, that we 
can take the patrol and it will not increase the cost of our operation. 
[t will, of course, divert a ship from another area during this period 
but, in the interest of international relations we feel it is the proper 
step, considering the extreme circumstances under which the Dutch 
are making their request. 


Mr. CanFie.Lp. I am glad to hear that, Admiral, and I agree with 
your last comment. If I am not mistaken, the Dutch informed our 
Government 7 days before that awful disaster hit them, that the 
Netherlands would no longer need economic aid. In other words, 
they have been try ing very hard to get to the point where they would 
not need outside help, and then they were visited by this terrible 
blow from the North Sea. 


OCEAN WEATHER REPORTS 


Admiral, when you project for the new year 71,000 ocean weather 
reports, you mean just what? 

Admiral RicumMonp. As I indicated earlier, these vessels carry 
trained observers from the Weather Bureau and they make a minimum 
of two high-level observations a day. This is done by several methods 
One is to send a balloon aloft, in which they have a radiosonde which 
reports back automatically the high-altitude pressures and other data 
The technical staff of the Weather Bureau aboard recapitulate that 
into a weather position and that, in turn, is fed through the Weather 
Bureau and to all planes flying over the North Atlantic or the Pacific 
area. In other words, it is not just the planes flying near these 
particular vessels that get results from the ocean stations nor, for that 
matter, are they just planes, because the weather that is generated, 
we will say, in the northern Pacific around Station Queen is the 
weather that will, in all probability, eventually hit the California 
Coast. So there are a number of attendant values to this weather- 
reporting service aside from the service that it gives to the planes 
flying that particular route. 


ASSISTANCE CASES 


Mr. Canrre_p. Your assistance cases run from 35 to 40 a year? 

Admiral RicumMonp. Yes, sir. Those may be such things as simply 
a rendezvous with a plane that has an engine out, which is not foreed 
to ditch, all the way up to an out-and-out ditching, where we take 
the crew aboard; also for surface ships, too. 

Another matter that comes up is this. A surface ship, particularly 
a merchant vessel, may have a very serious medical case aboard and 
since the ocean-station vessels carry doctors, in a lot of cases we rendez- 
vous with the surface ship to give medical aid. 

Mr. Gary. You do not propose to add to the number next year? 

Admiral Ricumonp. There is no increase. 

Mr. Gary. That is all. 


NUMBER OF OCEAN STATIONS 


Mr. PassMAN. You stated a moment ago that the Coast Guard 


g 
operated 10% ocean stations? 


Admiral RicumMonp. Yes, sir. 

Mr. PassMAN. For the benefit of the record, I wonder if we should 
not elaborate briefly on what you mean by 10%. 

Admiral RicumMonp. The answer to that is that in the Atlantic 
particularty—the Atlantic is divided into two areas. The eastern 
area is manned by vessels of other nations—the Dutch, the British, 
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Norway, France. Under the agreement there were two stations 
originally in the Atlantic, in the western half, that were to be parti>lly 
manned by countries other than the United States. Station Alfa 
was to be manned one-third of the time by the Netherlands and two- 
thirds of the time by the United States. 

Also, under the original agreement, Station Bravo, which is at the 
entrance of Day is Straits, Was to be manned one-third of the time by 
Canada and two-thirds of the time by the United States. At the 
present time we are manning Station Bravo 100 percent of the time on 
the basis of a trade, if you want to eall it that, with the Canadians, 
because they take a full-time station in the Pacific. Otherwise they 
would only have to man the Pacific station half time. 

So it was considered advisable to man Station Bravo, which you can 
see on the chart which you have, full time in the Atlantic, providing 
thay they would take Station Peter in the Gulf of Alaska full time. 
\dding it up that way, it comes down to the fact that the Coast Guard 
is manning 10 stations with the Dutch manning the additional one- 
third 


\Ir. Passman. That is all, Mr. Chairman. I thought it was well to 


hay 


that cleared up for the record, because it might be confusing. 













COOPERATIVI 





AGREEMENTS 


Mr. Vursexu. | would like to ask a question or two, Mr. Chairman. 
This is all new to me, but I take it from what you have just said that 
you have entered into agreements with other nations cooperatively 
to furnish this weather service and rescue service and things of that 
sort. In other words, we have come to an agreement with other 
nations and the sum total of it is to furnish the best possible service to 
all the nations with which we are in agreement; is that right? 

Admiral Ricumonp. That is correct. The Coast Guard does not 
have anything to do with that agreement, sir; the Government does. 























APPROPRIATION INCREASE REQUESTED FOR FISCAL YEAR 1954 













\ir. Vursevtu. How much more is it going to cost, how much larger 
will be the budget finally than it was last vear? 


9 


Admiral RicamMonp. For this service, sir 
Mr. Vursexiyu. I mean for the whole service. 
Admiral RicuMonp. $2,525,000 for all appropriations; that 1s, 


operating expenses, capital Investment, et cetera 


Mir. Vursevuu. In other words, in 1954 vour organization is request- 
ine $2.5 million more 


4] ' } a wih tides % -99 
than vou did for the entire vear 1953: 


2 vou indicate an increase of $800,000; 











PO [BILITY OF 





REDUCING 1954 ESTIMATES 








Mr. VurRSsEuLI Ulta nately we are going to have to try to reduce the 
overall total of this budget I realize that you people have a very 
good record and a very efficient organization. You have that reputa- 
tion, I am glad to say 
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Now, | am wondering if anywhere along the line, in your judgment 
and in your wisdom, you can find any point where you can reduce by 
$2.5 million and get back to the amount for the fiseal year 1953? 
And if that is so, would there be any opportunity to reduce it on these 
items that you are listing on page 252, where this $800,000 increase 
is shown? 

I realize that your rescue work and safety work at sea, if the ap- 
propriation were cut and your work were more limited, might be more 
costly than the amount that we would save. The most precious 
thing we might lose would be the lives of Americans and of those who 
are cooperating with us. But the question does arise in my mind, as 
| think it does in the mind of every member of this committee and 
probably of every serious-minded member of the Appropriations 
(‘ommittee, that we are going to have to reduce the budget. If we 
do not, we are ultimately going to destroy our people because the tax 
rates will have to continue too high. I was wondering if there is any 
place where, in your judgment, a reduction can be made Perhaps 
this is not the right time to get down to the figures, but I raise the 
question. In other words, if you were to cut your operations for ocean 
stations or your operations for aids to navigation or research, rescue 
and law-enforcement work, what would be the result? 

Incidentally, what do you mean by aids to navigation as distin- 
guished from operation of ocean stations for meteorological and other 
services? 


Admiral RicHMonNpb. Answering your last question first, as indicated 


here, aids to navigation are lighthouses, buoys along the coast, in 
channels, and that type of service. I might answer your first question 
this way. Obviously, reductions can always be made if, as you have 


indicated, vou want to cut a certain service Practically, I do not 
think | can answer your question as to the $800,000 or anv specific 
amount as to a particular function set out on that page, for this reason 
The Coast Guard is an integrated whole. Therefore, when vou cut 
into it, vou have to analyze it in respect to a number of factors; main- 
tenance of equipment and personnel. In other words, we have mili- 
tary personnel. You cannot, just because you cut something off say, 
vou are no longer employed. It means a readjustment all down the 
line 


NUMBER OI CIVILIAN 1 RSONNEI 


Mr. Vursetit. May I ask you this question? Do you have a large 
number of civilian personnel? 

Admiral RicumMonp. We have both per diem and annual employees 
about 4,500. 

Mr. Vursevu. That is not a very large figure for civilian personnel 

Admiral RicumMonp. About half of those are what we call per diem 
workers. We have 3,300 Wage Board or per diem employees, such as 
at Coast Guard yards; welders, people of that kind. We have 2,300 
salaried or annual employees and we have 532 part-time employees 
Those part-time people we call lamplighters. They are peopl who 
work maybe a month in the vear in the western rivers Theu job is 
to go out and turn an aid on at night. They are on contract 

Mr. Vurseuu. I notice in the item ‘‘Search, rescue, and law enforce- 
ment,” that the amount requested is $91,909,066. I was wondering 
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as we get into these large figures, whether there is any chance for 
tightening up somewhere along this line. 

Admiral RicuMonp. I hope, Mr. Vursell, you will become better 
acquainted with the Coast Guard. I think we have come a long 
ways in the last 5 years, since this committee gave us the benefit of 
an outside management study, which helped us a great deal. 

We instituted a cost-accounting system and I think are better able 
to tell today what we are spending. I do not mean to say that we 
are perfect, because this is a big operation and it is very difficult to 
bring everything into line. 

But I would like to add to that, with reference to that figure of 
$800,000, to show you as a practical matter just how it would work 
if you applied it to ocean stations. For example, I can tell you that 
under our projected budget we estimate that it would cost in the 
neighborhood of $800,000 to operate in a year each and every one of 
these ocean-station vessels. On the face of it it would look like 
there ought to be an easy answer to your question. If that is the 
case, you might say, cut down one vessel and you save $800,000. 
But as a practical matter it does not work out that way because, in 
the first place, the vessel is an expensive piece of machinery that you 
cannot just tie up to a dock. 

It can actually happen in a fiscal year that it would cost you more 
to lay up a ship than it would cost to operate it, because you just do 
not bring the ship in, tie it up and let the pe ‘rsonnel go. What you 
have to do, in the first place, is to lay the ship up and put it in 
mothballs. That is, roughly, a $100,000 to $200,000 job, to start 
with. 

Then, in addition to that, you have to take your personnel and 
redeploy them to a point where you can let people go. You can see 
from that that simply by laying up a vessel, you do not aghieve an 
$800,000 saving forthwith. 

It is not as it would be in a factory that would close down and 
padlock its doors and tell the people that as of next Saturday they 
are no longer working. 

You can always, if you are forced to, cut down on maintenance, I 
mean to the extent of a certain number of dollars. We are attempting 
to hold that to the bare minimum under these estimates consistent 
with keeping up the plant. That is what it amounts to. Of course, 
you can carry reduction in maintenance to a point where, in the long 
run, it is going to cost you more money than the amount that you save. 

Mr. VursELu. Do you figure, over the next 4 or 5 years, if conditions 
are as they are now or are more normal, that your Coast Guard 
organization will continue to grow and grow; or do you feel that you 
might be able to hold it rather stationary until we get in a little better 
shape financially? 

Admiral Ricumonp. Mr. Vursell, there is no growth in this of any 
additional program and I see no reason to indicate that there will be 
any growth in the Coast Guard. I might say this, sir, that in 1948 
this committee, under the same chairmanship, cut the Coast Guard— 
and this is not in criticism—to a certain operating strength. Since 
that day, the Coast Guard has not had any additional personnel given 
to it except for additional programs that have been added and ap- 
proved both by the committee and by the Congress. We are operating 
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today with the same personnel that we had or went back to in 1948 
except for additional programs that have been added. 

Mr. Vurse.t. | realize that Congress makes necessary additional 
expenses, sometimes, through new legislation. I know that that is 
true generally in Government. I do not know whether it is true of 
your organization or not, and I think sometimes we have to be a little 
careful about criticising the departments that come in with requests 
for larger appropriations, because quite often those requests are 
brought about because of increases in wages or the addition of extra 
duties that were put upon them. 

I think that is all, Mr. Chairman. 

Mr. CanrFieup. Admiral, you would say in answer to our colleague's 
question, would you not, that the 1954 requests are being reviewed 
following the order of the new Director of the Budget and the new 
Secretary of the Treasury? They are currently being reviewed? 

Admiral Ricumonp. They are being currently reviewed, and aside 
from some very minor modifications, as compared to the overall, | 
there is any reduction in these figures it will involve a modification of 
programs. 

Mr. Canrietp. The gentleman from New Jersey, Mr. Sie re 
who is to be the guest of the President and Commander in Chief 
luncheon at the White House today is with us. Does he, perc en e, 
have any questions at this time on the subject of ocean weather 
stations? 


COAST GUARD, THE EYES OF TRANSOCEANIC TRANSPORTATION 


Mr. Sreminski.. No, Mr. Chairman, except that over a radio pro- 
gram last year, | was happy to say that, just as the Engineer Corps 
is often the footpath that allows the soldier, by clearing his way, 
to accomplish his mission in combat, the Coast Guard, with its weather 
stations, is the eyes of everything that moves across ocean waters or 
through the skies; and I think before anyone raises his finger to hinder 
the ease and speed of transportation or communications in this age, 
he should realize that when he does so, he is putting the clock back 

(Discussion off the record.) 


Port SEcuURITY 


Mr. Canrie.tp. The fourth item under “Operating expenses’’ is 
“Port security’ and for that the requests are $20,246,027. Admiral, 
will you be good enough now to outline for us what the port-security 
program means and how you are mandated by law to carry it out. 


AUTHORITY FOR CONDUCTING THE PORT SECURITY PROGRAM 


Admiral RicumMonp. The port-security program is being carried out 
under an amendment to the Espionage Act, popularly referred to as 
the Magnuson Act, which, briefly, states that if the President finds 
that the ports of the United States are endangered for various reasons, 
he may so declare and any agency designated may take proper action. 

The President, by virtue of an Executive order, did find that the 
ports of the United States are endangered by reason of subversive 
activities, and in 1950 a program was worked out in the executive 
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department and presented to this committee for a limited port-security 
program. I say limited because in the first place the activities are 
limited in any particular port and also limited as to the number of 
port areas, 
















ACTIVITIES UNDER THE 





PORT SECURITY PROGRAM 

















There are presently 10 port areas for which provision has been made 
for the major parts of the program. First L should describe the 
program. It consists of screening all merchant seamen to eliminate 
any subversive elements; the screening of all stevedores, or people 
who would have work on or reason to be in certain dock areas, generally 
for subversive elements 

It includes a general waterfront patrol against subversive acts. It 
includes personnel for the guarding of port areas from the shoreside 
in what are termed restricted areas. It also includes a small number 
of boats, 10 to be exact at the present time, although there are scme 
additional ones being built, for patrol of the areas, of the 10 harbor 
areas, to deter the admission of certain vessels. 

There is also stepped up explosives loading control, particularly of 
class A priorities. The program is being carried forward on that 
basis and presently the same number of officers and men originally 
authorized, and equipment, are being utilized in this particular phase 
of the work. 

In those plac es Where no facilities are provided and no pe ‘rsonnel, 
the extent that the Coast Guard personnel provided for other purposes 
are available they, of course, are exercising port-sec urity duties. Sut 
it Is not comple te protection. Kor example, i 1 New York which the 
committee visited last spring and saw the installation there, the 
committee knows pretty well what we have. 

Mr. Canriretp. Admiral, vou have 16 port-security units? 

Admiral en That is correct, sir. But those are limited to 
10 port areas; for example, Chesapeake Bay, Norfolk, and Baltimore 
would be 1 

Mr. CanrFretp. And you plan to operate in 1954 131 vessels? 

Admiral RicumMonp. That is correct. 

Mr. Canrietp. The same as in 1953? 

Admiral RichmMonp. That is right, sir. 

Mr. Canrietp. And three helicopters? 

Admiral RicomMonpb. Yes, si 

Mr. Canrietp. Admiral, I note that vou project a total of 140,200 
port-security cards to be issued? 

Admiral Ricumonp. That is right. 

\ir. CANFIELD. These are issued to whom? 

Admiral RicumMonp. They are issued basically to longshoremen, 
stevedores—although the service has been extended to include people 
who might ordinarily for business reasons, such as truck drivers in 
some instances, of companies who service port areas—that type of 
person; anyone who might have to enter a restricted area. 











NUMBER OF VIOLATIONS 


Mr. Canrretp. In 1952, Admiral, you had 4,551 violations of port- 
security regulations and you project for the new fiscal year 6,000 in 
number. Will you discuss that? 














Admiral Rr HMOND. These violations are generally minor viola- 
tions in that there are regulations concerning the cleanliness of the 
docks, the prevention of fire hazard on the docks, things like that, 
nd when they are reported almost invariably the owners cooperate 
wholeheartedly to remedy the condition Actually, the increase in 
the number comes from the fact that as we perfect the procedure of 


nspection at the docks, we anticipate that we will probably ay 


more cases looking toward a cleanup of the whole waterfront from the 
standpoint of fire safety, and that sort of thing f course, I do not 
want to give you the idea that it is just a matter of cleaning out 
rubbish, or anything like that. In some cases we inspect the docks 
and find that there is actually a hazard. Here I would like to go off 
the record, if I may. 

Discussion off the record 


SITUATION IN NEW YORK HARBOR 


Mr. Canrietp. Admiral, do you recall the concern that | expressed 
after our visit to New York last vear over the situation regarding junk 
boats and water taxis in New York Harbor? 

Admiral RicumMonp. Yes, sir 

Mr. Canriretp. It is my understanding that the Coast Guard r 
viewed that matter very carefully, and I have word from the Defense 
Establishment that new regulations are to be promulgated in July 

Admiral RicumMonp. No, sir; if you will excuse me, Mr. Chairman 
I do not knowwhat you got from the Defense Establishment, or what 
they are referring to but, as a matter of fact, the Merchant Marine 
Council is sitting today to consider regulations affecting junk boats 
and water taxis Sut, as a practical matter, what it will amount to 
is that the operators of such vessels will have to obtain—they will 
have to be screened and they will have to obtain a port-securlty card 
How effective that will be as far as the problems of junk boats are 
concerned I could not answer for this reason: In my discussion I have 
mentioned restricted areas. There is no reason why a man without 
a card cannot operate on or around any unrestricted pier or ares. In 
other words, the card is only a clearance for that man to work or 
operate in a restricted area. There are no general rules that woul 
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keep him out of anv unrestricted area and no way of enforcing tha 
ider the present setup 


OF THE ADEQUACY AND EFFECTIVI 


PROGRAM 


\ir. CANFIELD. Inasmuch as the President of the ited Stat 


found that an emergency condition exists and that ou ports ma\ 

danger, is the Coast Guard satisfied with the protective regul: 

that now exist or is it perhaps suggesting a n approach? 

Admiral RicumMonpb. Mr. Chairman, there a joint committ 
of the Secretary of the Navy and the Assistant Secretar 

' 


{ 4 he ’ 


ot tine lreasury, at the present time being reestablished which 


consisting 


continually reviews, b direction of the President, th port curity 
; 


program Doth as to its adequacy and its effectiveness and is in a posi 


I 
tion to recommend additional staff, as necessary; insofar as the pres 


port security program 1s concern d, it was worked out, as indicat 
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earlier, in the executive department, not entirely by the Coast Guard, 
but by collaboration between a number of agencies and it represents, 
quite frankly, a compromise of a number of ideas. I do not think that 
anybody can say that the present port security program is 100 percent 
effective. It is perhaps a question whether you could have a 100- 
percent effective program. 

My own feeling about it is, at this point, that I do not believe in 
times like these that the United States generally is prepared to accept 
either the expense or the interference with normal life of an all-out 
port security program. I am thinking of a businessman who, for 
example, wants to go down on a dock which now is nonrestricted i. 
he had to cross a line and have a card; you would get all sorts of 
objections. I do not think we are geared to that type of thing at 
the present time. 














NUMBER OF 








PERSONNEL 





Mr. CANFrELD. How many officers and men does the Coast Guard 
have in port security work? 

Admiral RicumMonp. 540 officers and 4,202 men was the original 
program and we have not changed that. 








PARTICIPATION IN CRIME HEARINGS 












Mr. Canrieitp. Has the Coast Guard been called in connection 
with the present hearings concerning crime on the New York water- 
front? 

Admiral RicumMonp. No, sir. There have been, to my knowledge, 
2 different groups; 1 was the New York State Crime Commission; 
and no Coast Guard officer or man appeared before the Crime Commis- 
sion. Since that time the Senate committee under Senator Tobey 
has held some hearings in New York. We did not appear there. 
[ understand that probably they will call us. However, Senator 
Tobey was taken on a trip, with his committee, around the port, 
to get a bird’s-eye view of the waterfront, by the Coast Guard. 

Mr. Canrre_p. | have been informed that that committee is 
also interested in this water-taxi and junk-boat situation up there. 
Whether they are going to have any hearings pertaining thereto, I do 
not know. 

(Discussion off the record.) 


















BOATBUILDING PROGRAM 





Mr. Gary. Admiral, what is the status of your boatbuilding 
program now? 

Admiral RicumMonp. The 95-footers that were authorized by this 
committee in the supplemental of last year are in the process of 
construction. Frankly, they have been delayed some by slowness in 
delivery of key items, but we are still shooting to meet the deadline 
date and have them all launched and operational by the Ist of July. 
I do not believe we will make it. I would say tliat it will be probably 
September 1 before the 95-footers are operational. 

Mr. Gary. You requested how many of those last year? 

Admiral Ricumonp. The original supplemental request was for 20 
of those and 14 of the 40-footers, in the amount of $9 million. The 
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committee allowed us $5 million and with that $5 million we undertook 
the construction of twelve 95-footers 

Mr. Gary. And none of the 40-footers? 

Admiral Ricumonp. None of the 40-footers, for 2 reasons. One 
was, of course, that the 95-footer program for the particular purpose it 
was designed for, was more necessary than the 40-footers. And 
secondly, it was a more economical proposition to build as many 95- 
footers on an assembly-line operation rather than to split the program 
into 2 parts, because we could not reactivate the assembly line for 
fourteen 40-footers. ‘They would be expensive to build comparatively 

Mr. Gary. You are building the 95-footers yourselves? 

Admiral Ricumonp. At the Coast Guard yard; yes, sir. 

Mr. Gary. How many of the 40-footers have you built now? 

Admiral Ricumonp. For the port security program or altogehter? 

Mr. Gary. Altogether 

Admiral Ricumonp. Under the original program for port security 
it was 120. Instead of replacing our 38-foot picket boats, we built 
some 40-footers and then we built a number for the Navy, as you 
recall. 1 would like to put that exact figure in the record. I would 
like to verify this figure later, but I think it was 216 in total. That 
includes the Navy boats 

Mr. Gary. Mr. Chairman, in the hearings last year you will recall 
that we discussed the assembly-line method of building these boats 
[ was in Washington during the summer and took occasion to go over 
and look over that program. At the time, we tried to get several of 
the other members of the committee, but none of them were available. 
It was my first opportunity to see this operation, so | went over with 
Admiral Richmond and several others. My impressions of the build- 
ing program were very favorable. They had the boats set up 1n 
hangars, and instead of the line moving, as in the ordinary assembly 
line in an automobile factory, the working crews moved. ‘They had a 
number of these hangars with the boats in them and it was arranged 
so that they could turn the boat upside down, without any difficulty, 
which made it easy to work on them. The working crews moved 
from one boat to the other. In that way they got the assembly-line 
effect. I thought it was a very effective setup and they were appar- 
ently getting very excellent results. 


COMMITTEE STAFF INVESTIGATION 


Since that time, Admiral, we have had an investigation of the 
port security program made by some of the committee staff members, 
and they have submitted a report which is marked ‘“Top Secret.” 
I wonder if that report has been turned over to you. 

Admiral RicumMonp. No, sir. The investigators came down and 
I talked extensively with them. 

(Discussion off the record.) 

Mr. Gary. Mr. Chairman, I believe that the best way to handle 
this situation is to turn this report over to the Coast Guard and let 
them reexamine their program in the light of this report. The 
investigators felt that in some of the ports they could get on with 
less than the number of vessels requested and in one or two instances 
they thought it would probably require more than the number of 
vessels requested. In some places they thought you were asking for 
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95-foot boats where 40-foot boats could be used and in other cases 
you were asking for 40-foot boats where 95-foot boats are needed. 
Apparently they made a pretty close survey and I think the Coast 
Guard should have that report and examine the port-security pro- 
gram in the light of the recommendations contained therein, 

Admiral RicumMonp. | would say, Mr. Chairman, from what one 
of the investigators told me, that Mr. Gary has given a very excellent 
summation of it 

In the first place I would like to explain that the justification last 
vear was unfortunate; at least, it got an unfortunate start in that 
the statement was made that these 40-foot boats were for the purpose 
of guarding Navy Reserve fleets. I may make a fine distinction here, 
but 1 think if you read the record, you will find that it was brought 
out later in the record, but it may have escaped the committee. 

Actually, the 40-footers were not for the purpose of guarding the 
Reserve fleets themselves; that is, if you have in mind patroling up 
and down in front of the Reserve fleets. The point is that the intro- 
duction of the Navy Reserve Fleet into a particular small port which 
in itself is not an attractive target may thereby make it a very attrac- 
tive target I am just leading up to something that one of the investi- 

tors told me 

| pomted that out to these Investigators, vetting off the subject of 

security lor a moment. 


discussion off the record 


FUNDS FO! ADDITIONAL BOATS 


the 95-foot boats, in the supple- 


. ¥ 1 sufficient appropriations to 
! > 4 
‘hoping to get 


h vou re 


for the additional el rht 


er is because the 
present time in respect to both next 
nkly, our experience with other supple- 
was hoping that we might get some indication 
stigators of this committee so that we would be 
‘adopted would be in line. Actually, let us 
\ ri boats would do and I will show you why it is a 
doubtful as to whether we should proceed until we have some 
furthe r indi atio 
Mr. Gary. Before you do that, my recollection is that you had 10 
ports designated as major ports? 
Admiral Ricumonp. That is right. 
Mr. Gary. And you had one boat operating in each of those 10 
ports? 
Admiral Ricumonp. That is correct. 
Mr. Gary. And you felt that in order to give around-the-clock, 24- 
hour protection, it was necessary to have 2 additional boats at each 
of those 10 ports and that was the reason for your request for 20? 
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Admiral RicumMonp. Yes, sir. I would like to go off the record on 
this now, if I may. 

(Discussion off the record. 

Mr. CaNnrFie.p, I agree with the gentleman from Virginia that a 
copy of this report should be made available to the Coast Guard and 
should also be made available to the members of the committee 

Discussion off the record 


PROTECTION OF NAVAL PROPERTY 


Mr. James. Admiral, last year, when we were considering a suppl 
mental appropriation, part of which was for the purpose of building 
95-foot vessels, I got the impression, during the hearings, as I think 
some of the other members did, that a part of the reason for requesting 
funds for building these 95-footers was for the purpose of providing 
protection at naval installations, to neval property I notice today 
in discussing the uses of these 95-footers, what has been said tends to 
give the impression that they may be used for the protection of ports 
and areas that might be rendered additionally vulnerable to atta 
because of the presence there of naval property not necessarily as a 
permanent location. 

Is it or is it not true that you are exp ted by the Navy to cuard and 


protect naval property—a duty which would seem to be the responsi 
bility of the Navy itself? 

Admiral RicumMonp. I think we have to divide this into two parts 
First, with respect to the 95-footers, you may have gotten that 
impression because, as I have indicated, the testimony did get off on 


the wrong foot. but as far as the 95-footers are concerned, | do not 
think the statement was ever made that they had anything to do 
with guarding Navy property in any respect. They were to augment 
the 1 boat that we already have in each of these 10 major port areas 
so that you would ret around-the-clock, «outer port entrance patrol 
And I think if you will review the testimony you will find that it 
bears me out in that So, as far as this matter of protecting tl 
Navy, at this stage of the game [ think we can forget about thi 
95-footers That 1s, if you are willing to accept my statement as 
what the testimony shows I was not here and all | know is what 
read in the record 

Mr. James. I very distinctly remember a number of things tha 
were said and particularly the things that [ said. I took as an exam 
the navy yard at Philadelphia, and I pointed out that it was eigh 
some miles from the ocean | asked what protection or defense 
Coast Guard could possibly give there, and I was told that they 
could raise the alarm and let them know at the yard that there was 
something coming in their direction that was not expected or wanted 
Those are not of course the exact words that were used 

I remember, also, reference to the three boats that were to be 
assigned at some of the locations. It was pointed out at that time, as 
I understood it. that two of the boats would have regular-duty stations 
or tours, and the third would be used to take personnel to the shift 
and bring back those who had served their tour at the stations. That 
seemed to indicate that these boats were to guard against hostile craft 
or other engines of war approaching naval property. I drew the 
inference quite naturally, I think, that the missions of these 95-footers 


{ 
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were to guard and protect against surprise attack millions of dollars 
worth of naval property and naval installations. 

Admiral RicumMonp. You are perfectly right if we are dealing with 
the 40-footers. That statement was made and later in the testimony 
you will find—although I will admit that if I had heard the statement 
as originally made I would arrive at the same conclusion, but I do not 
think you are right with respect to the 95-footers. I do not think that 
is What was referred to 

Mr. James. I will gladly accept your statement because, very 
frankly, I am a bit hazy about the distinctions between the 40-footers 
ind the 95-footers. 

Admiral RrcumMonp. The 95-footer is a vessel in which the crew 
are contained aboard; they have living quarters. That is not true 
of the 40-footer. The reason why I think you are mistaken is that 
we are presently maintaining one vessel in the lower Delaware River 
under the original program, not for the Philadelphia Navy Yard, 
but because Philadelphia is a great port—TI think you will agree with 
that—and the destruction of Philade Iphia as a port would involve a 
tremendous loss to the defense capacity or warmaking capacity of 
this country. 

We cannot maintain 100-percent patrol with one boat. Obviously, 
the crew cannot stay out there all the time and you cannot keep the 
vessel going all the time. You cannot even do it with 2 boats 100 
percent of the time in the lower Delaware. So we came in and asked, 
in effect, for 20 boats, 2 of which would go into the lower Delaware 
area. 

Mr. James. I remember that very point was made and at the 
same time I countered by saying that 1 boat or 3 boats would be 
very, very impotent down there if a determined enemy should decide 
to come through, hell bent for election, with everything blazing. 
Furthermore, if they were attacked by air, the Coast Guard vessels 
would be almost worse than useless as protection or defense. 

The whole case that I tried to make was not one of the Coast Guard’s 
effectiveness in any mission but whether or not the Navy was pushing 
over onto the Coast Guard duties that were or should be actually its 
own duties. 

We had read to us a statement that the Coast Guard had the duty, 
to protect naval property if they had the equipment. Now, is that 
or is it not a fact? 

Admiral O’Ner.u. This testimony that was given during the supple- 
mental hearings was given by me and probably I did not make that 
point clear. If the point was not made clear, it was my fault, But 
you did raise the point about the boats down in the mouth of the 
Delaware River, I remember that very clearly, That was on the 


95-foot program, where we wanted the additional boats to run around- 
the-clock patrol and we figured that we would need three boats in 


order to keep the patrol going night and day. On the 40-foot program, 
where we were asking for funds to build 14 boats, that was to extend, 
you might say, port security to additional ports other than these 10 
port areas where there were Navy installations. 

Under title 14 of the code one of the duties of the Coast Guard is 
to guard Navy ships. I do not know what the exact wording is. 

Mr. James. It is qualified, it says if you have the equipment. And 
I suggested that the Navy was pushing you to come here and get the 
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money to build the equipment so that you would qualify under title 
14 of the code; so that it could be said that it was your duty to guard 
naval property since you would have the equipment. 

Admiral O’Neruu. If those boats had been obtained they would 
have been assigned to these ports where these naval installations are 
located and would have been there for other port security duties in 
addition. 

Mr. James. In all of my argument here, Admiral I am fighting your 
battle; you understand that. 

Admiral RicuMonp. We appreciate that. 

Mr. James. I am against the Navy’s pushing over onto the : oast 
Guard something that they should do themselves and should be better 
qualified to do than you are. They have many times the offensive 
and defensive equipment that you fellows have or ever will have 

Mr. Gary. As I understand the situation, the Navy is guarding 
the equipment from the land and the Coast Guard is guarding it 
from the sea. 

Admiral O’Neriu. I think they also have some on board their 
ships as well. 

Mr. Gary. That is what I meant; but those are stationary guards, 
The Navy does not have any vessels suitable for guarding those 
ships. You, on the other hand, have the responsibility for guarding 
the port and, since the ships are near the port, vou can guard them 
without much additional expense. 

It seems to me it is more economical to let you go ahead and perform 
that duty which is in line with the duties you are now performing 
than it would be to set up a separate force in the Navy to do it. 

Admiral O’Netiu. I think that was one of the reasons why, in 
addition to this statement in the statute about guarding Navy’s 
property, we were asked to do it. The fact that we did have the 
port security functions was a reason. 

Mr. James. I can understand your being thoroughly equipped and 
you certainly should have all the equipment necessary for your port 
security program. But I cannot see any reason why you should be 
called upon to protect naval property in naval installations or naval 
activity areas of any kind. 

Admiral RicHMonD. May I refer to last year’s supplemental hear- 
ings? Actually, there is not one penny in there based upon any need 
of the Philadelphia Navy Yard. 

Mr. James. I am not crying for the P bilede Iphia Navy Yard alone 

Admiral Ricumonp. I know you are not, but I am using that as an 
example. Actually, the only money was for two patrol boats which 
would strengthen the port sec urity of Philade ‘Iphia, Wilmington, and 
other Delaware River ports. I used the word port areas, but by 
stopping entrance into that area or at least being there on the alert 
if anybody tried to make a surreptitious entry—that would be the 
purpose of it. The 40-footers would be for small ports like Orange, 
Tex.; New London, Conn.; Jacksonville, Fla.; and San Diego, Calif. 
Those were five places, as I recall, where we were going to put the 
40-footers. You can say, ‘‘Well, what are you guarding, the Navy or 
the port?” Our point is that actually we are guarding the port 
because the presence of the Navy there is creating—— 

Mr. James. A tempting target? 
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Admiral RicumMonp. A tempting target; yes, sir. Specifically, the 


law vou referred to is title 14 of the U nited States Code, section 91, 
The citation is as follows:) 




















SAFETY OF NAVAL VESSELS 






The captain of the port, Coast Guard district commander, or other officer of 
the Coast Guard designated by the commandant thereof, or the Governor of the 
Panama Canal in the case of the territory and waters of the Canal Zone, shall so 









control the anchorage and movement of any vessel, foreign or domestic, in the 
territorial waters of the United States, as to insure the safety or security of such 
United States naval vessels as may be present in his jurisdiction. In territorial 


waters of the U1 





ited States where immediate action is required, or where repre- 
sentatives of the Coast Guard are not present, or not present in sufficient force 
to exercise effective control of shipping as provided herein, the senior naval officer 
present in command of any naval force may control the anchorage or movement 
of any vessel, foreign or domestic, to the extent deemed necessary to insure the 
safety and security of his command 










Admiral Ricumonp. The statement in the hearings last year was 
as follows: 








The first of these is that in limiting the program to 10 ports, certain other areas 


hat require a moderate amount of protection present a grave weakness to our 
national security 


Then, 


Therefore, 14 additional 40-foot picket boats are required for the protection of 
the port areas of the ports listed above, particularly in connection with providing 


adequate waterfront protection to the reserve fleets of the Navy which are in 
n ‘othiballs at these points. 












dow n be low: 








That is a misleading statement and I was a party to it because I 
helped draft the statement. 
Mr. James. It certainly took me into a long argument on the sub- 






ject. Just to clear up one further point on ‘this matter, Mr. Gary 
brought this point up, and it is a good point, that perhaps it would 
be more economical to have you fellows protect this naval property 






with a smaller or less comely group of vessels and crews than the Navy. 
Will you tell me this: What is the smallest armed unit in the Navy 
now? What type of vessel is that? 

Admiral Ricumonp. I would say a PT boat. 

Mr. James. And that is a rather effective unit, is it not—and 
would not cost any more to operate than a 95-footer? 

Admiral Ricumonp. Yes, probably a little bit more. It is more of 

high-speed job and would require more maintenance. 

Mr. James. It is a type of vessel that was on continuous duty in 
the Pacific in just that kind of work, as 1 remember it. That vessel 
was built in great numbers and it was one of the whipsaws of the 
Navy in the Pacific, doing very effective work. 

Admiral O’Neriu. That boat had torpedo tubes. It was an attack 
boat 

Mr. James. I just want to make the point that the Navy does have 
the type of vessel to supply protective security in areas where there is 
Navy property which may be put in jeopardy through enemy action 
or sabotage. 

Admiral Ricumonp. I think that is true, sir, but I think the answer 
is this. Let us take any navy yard. Let us imagine the League 
Island Navy Yard on the Delaware River without a single town on 
the river—altogether isolated. You would have no request from the 
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Coast Guard, in my opinion, to protect the League Island Navy Yard 
as such. I think you may accept that statement, and if the Navy 
wanted to protect the League Island Navy Yard in this hypothetically 
isolated condition, they probably would not do it with PT boats, 
they would simply drag a net across the river and they would have 
a more effective protection than they could get from the Coast Guard 
or from their own PT boats. 

Mr. James. And also they have the instruments down there in 
ample quantity and quality for detecting the approach of aircraft 
from any direction. That is all, Mr. Chairman. 


AUTHORITY FOR PORT SECURITY PROGRAM 


Mr. Passman. Admiral, by statute, the port security program is 
assigned to the Coast Guard, is it not? 

Admiral Richmonp. The Coast Guard is one of the implementing 
agencies under the Espionage Act. The Magnuson Act did not 
mention the Coast Guard. That was an amendment of the Espionage 
Act, although the Coast Guard was mentioned in the hearings. 

Mr. PassMAN Sut by direction 

Admiral RicumMonp. Executive order 

Mr. Passman. Or Executive order? 

Admiral Ricumonp. Nor by Executive order, sir, by specific men- 
tion, although the Executive order was prepared with the thought in 
mind that the Coast Guard would be the implementing agency. The 
Executive order was amplified by Presidential regulations, general in 
nature, which did specifically name the Coast Guard as the imple- 
menting agency 

Mr. Passman. The Coast Guard is rendering that service at this 
time. 

Admiral RicumMonp. That is right. 


SEAWORTHINESS OF BOATS 


Mr. Passman. Something was said about your 95-footers and your 
10-footers. But there was something you did not mention. Would 
not the 95-footer be more seaworthy ? 

Admiral Rircumonp. Oh, definitely. 

Mr. Passman. That is another advantage, is it not? 

Admiral RicHmMonp. There would be places where you would not 
use your 40-foot boat for outer harbor patrol and you could use your 
95-footer. In fact, there would be times even at the entrance to New 
York Harbor where the use of the 95-footer would be dangerous 
Furthermore, the 95-footer carries certain search equipment which the 
10-footer does not, so that in times of reduced v isibility your 95-looter 
is going to be a more practical searching vessel. 


NEED FOR ADDITIONAL BOATS 


Mr. Passman. Admiral Richmond, in your supplemental request 
last year for funds to build a certain number of 40-footers and 95- 
footers, you were allowed part of those funds. Does the Coast Guard 
still need the additional boats to carry out the program as originally 
planned? 
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Admiral RicHMonp. Since that original plan was made, there have 
been some changes and I would like to say that we would want to 
review the whole program and find out whether these vessels are, in 
fact, necessary in some ports. If we could do it more economically, 
for example, in New Orleans with 40-footers 1 would say that that 
would be the proper answer. 

Mr. Passman. | am speaking of the total number of vessels now; 
not as to whether they are 40-footers or 95-footers. I am referring 
to the total number of vessels to give port security to the 10 ports 
you mentioned last year. 

Admiral Ricumonp. If the assumptions were the same, then we 
would need them to give protection to the 10 ports. May I make this 
statement off the record? 

Mr. PassMaAN. Yes; I wish you would. 

(Discussion off the record.) 

Mr. Steminski. May I state that I have been in touch with the 
Coast Guard relative to port security and its possible use to control 
harborside cargoes. 

InpriRECT ExPENSE 


Mr. Canrretp. The next item under ‘Operating expenses” is that 
of “Indirect expense,” calling for an appropriation of $58,728,893. 

The justification points out that the cost of headquarters, Wash- 
ington, D. C.; district offices; the Academy, New London, Conn., 
and other supporting units which serve all four primary activities, are 
included in this schedule of ‘‘Indirect expense.’’ Also, expenses such 
as persons in transit, in hospitals, in training, travel expense, recruiting 
expense; testing and development; and similar programs which cannot 


be directly charged to the four primary activities are included in the 
schedule of “Indirect expense.” The total of indirect expense is then 
prorated to the primary activities in direct proportion to the total 
direct expense of each primary activity. 


NUMBER OF PERSONNEL AT HEADQUARTERS 


Admiral, how many officers and men do you have at headquarters, 
Washington, D. C.? 
Admiral RicuMonp. 245 commissioned officers, 28 warrant officers, 
and 65 enlisted men. 
NUMBER OF OFFICES 


Mr. CANFIELD. You have 2 area offices, 1 in San Francisco and 
1 in New York, and there are 12 district offices. 

Admiral RicHMonpD. Yes, sir. 

Mr. Canrie.tp. Throughout the United States, Hawaii, and 
Alaska? 


Admiral RicumMonp. Yes, sir. 
COAST GUARD ACADEMY 


Mr. CanFietp. Admiral, do you have any particular new problems 
involving the Academy at New London which you wish to discuss 
with the committee at this time? 

Admiral Ricumonp. No, sir; I have none. The committee might 
be interested in the number of applications we have had for cadets 
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this year. I would also like to put in the record the present size of the 
Academy. 

For this year the number of applications for cadet examination was 
1,533. The number of applicants who took the examination was 1,014 

The examinations were given around the 15th of February, and have 
not been graded yet. Ido not know how many of the 1,014 will achieve 
passing marks. 

Mr. CanrFievp. Do you still have the training ship, the Kagle? 

Admiral RicumMonp. We still have the Hagle; yes, sir. 

Mr. Canrie.tp. The cadets make what trips per year? 

Admiral RicumMonp. Well, they make one annual tip usually a 
prolonged cruise starting in June, early, and returning the latter part 
of August. Then part of the second class and the entering cadets make 
what you might call a short shakedown, usually a coastal win which 
carries them into September. The rest of the time the vessel is used 
for training at the Academy, tied up at the dock 


GROTON TRAINING SCHOOL 


Mr. Canrietp. You have one advanced training station for enlisted 
men at Groton, Conn.? 

Admiral Ricumonp. Yes, sir. 

Mr. Canriretp. Do you have any problems you want to discuss 
with the committee regarding that station? 

Admiral Ricumonp. No, sir. 


VEHICLE REPLACEMENT PROGRAM 


Mr. Canrietp. You have a vehicle-replacement and a _ boat-1 
placement program. Will you discuss those briefly? 

Admiral Ricumonp. The service has in operation 258 passenger 
ears. That term “passenger cars’’ includes such things as station 
wagons, buses and ambulances, to be used for passengers. There 
are 1,555 trucks and 977 other vehicles, and in this year we plan to 
replace, based on average life years and mileage—6 years for pas 
senger cars and trucks—32 passenger cars, 169 small trucks, 11 larger 
trucks, and 10 vehicles of these other types, such as bulldozers and 
things of that kind, fire engines and so forth. 

Do you want me to enlarge on that, sir? 

Mr. Canriretp. That will be all right. Mr. Gary? 

Mr. Gary. No questions. 

Mr. Canrie_p. Mr. James? 

Mr. James. This is a question of personal interest more than any- 
thing else. 

PRINTING 


Under ‘‘Indirect expense’’ I note you have an item of $508,000 for 
printing. Without any reference to my interest in the printing busi- 
ness whatever, are you bound to buy your printing through the 
GPO? 

Admiral RicumMonp. Yes, sir. 

Mr. James. You are sah to buy it through the GPO? 

Admiral Ricumonp. Yes, si 

Mr. James. You do not ope madi any printing units of your own? 
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Admiral RichmMonp. Not a printing unit in the true sense of the 
word. Of course, we do multilithing and that sort of thing. Any 
reproduction we can do with the equipment that we have, short of 
out-and-out printing, we do, such as dittoing and so forth. 

Mr. James. Do you have any portable offset printing equipment 
or anything like that? 

Admiral Ricumonp. No, sir 

Mr. James. That is all, Mr. Chairman. My curiosity is satisfied 

Mr. Canrietp. Mr. Passman? 

Mr. Passman. Off the record 

Discussion off the record 


AWE (CANFIELD Mi Sieminski? 


RESENT SITUATION OF THE ACADEMY 


») 


r. SIEMINSKI. How is the Coast Guard Academy doing, sir? 
dmiral RicuoMonpb. We think it is doing all right, sir 
Mr. Steminskr. Do you feel you have enough facilities to turn out 


M 
\ 


a high-spirited, first-class Coast Guard officer? 

Admiral RicumMonp. Yes, sir 

Mr. Steminskr. I ask the question because 1 sense among men in 
the Queen of Battles, in the training of their officers, a slight concern 
that measures of false economy are being applied. I refer to the 
Infantry Training Center at Fort Benning. If that is true in such a 
sensitive training center, | wanted assurance from you that it is not 


and I trust will not—be so at the Coast Guard Academy. 


ACQUISITION, CONSTRUCTION, AND IMPROVEMENTS 


imounts available for obligation 


25, 000, 000 
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Obligations by objects 


{nalusis of expenditures 


JUSTIFICATION OF ESTIMATES 


Mr. Canrietp. We now reach the item ‘Acquisition, construction 
and improvements, Coast Guard,” for which $25 million is requested 
in 1954. The appropriate justifications will be inserted in the record 
at this point. 

The justifications are as follows: 


Analysis of appropri 1l10 


Re gul 


ar appropriation, 1953 act 250, 000 
Supple mental appropriation for 1953 5 000. 000 


Total appropriation, 1953 94. 250. 000 
Reductions 
Nonrecurring 1953 projects: 
Search, rescue, and law enforcement : 000 
Operation of aids to navigation 000 
Port security 5 000 


Adjustment in base 24, 250, 000 


Appropriation base for 1954 
ncrease Over appropriation base for 14954 25. 000, 000 


Appropriation estimate for 1954 25, 000, OOO 


Increase or decrease fro ta ppropriation, 1953 750. 000 
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Comparison of appropriation base with appropriation estimate for 1954 
Appropriation base | Appropriation esti- | 1, crease or decre 
for 1954 mate for 1954 ee 
, id 
A verage A verage Average 
posi- Amount posi- Amount posi- Amount 
tions tions tions 
srch. reseu i law reement 9 $15, 533,000 9 | $15, 533, 000 
); of aid navigation 46 9, 467, 000 46 9, 467, 000 
Opera f ocean st -- 
I \ riation base 55 | 25, 000, 000 55 2°, 000, 090 
GAENERAL STATEMENT 
The f iested under this appropriation title represent capital investments 
Coast G 1 oper’ ting facilities, such as the establishment and improvement of 
to navigation, the acquisition of aircraft, the replacement or improvement of 
essels, and replacement or improvement of shore structures. The funds 
requested are to ren available for expenditure until the specific projects in- 
cluded in the capital improvement program are completed 


The estin 


for the fiscs 


ates for 1954 represent an increase of $750,000 compared with funds 
l vear 


1953, as shown in the comparative summary below. The pro- 


gram complies with the directive of the President relating to the normal use of 





aterials and ot 
below annual repl 
tin 
A. i ‘ 
B. \ 
A 4 
’ 
\ 
I \ 
( Lora 
D. Sup} 
Sut \ 
A. Ve 
Sul " 
‘py 
There follows a 


type of pre yject 


resources 


needed for national defense. It is considerably 
ent which normally should be effected, taking into considera- 


1e total replacement cost of Coast Guard facilities. 


Comparative appropriation by activity 





952 al 1953 alloc: i 

om +i. |: 1954 estimate 
( tion 

$32. 000 $0 $419. (00 
75, 000 0 0 
1] 000 12, 500, 000 15, 075, 000 
000 0 39, 000 
664. 000 12. 500, 000 5, 5383 000 
1. 028, 600 1, 004, 100 500, 00 
792, 000 1456, 100 0 
4,613, 100 5, 589, 800 8, 797, 000 
127, 300 0 170, 000 
6, 561, 000 6. 750. 000 9, 467, 090 
0 5, 000, 000 0 
0 5, 000, 000 0 
vr est ute 18, 225, 000 24, 250, 000 25, 000, 00 


EXPLANATION OF ESTIMATE 


Is od 
ils 


of projects requested for 1954, arranged by activity and 


SEARCH, RESCUE, AND LAW ENFORCEMENT 


This part of the program provides $15,000,000 for replacement of 19 overage 
aircraft and $533,000 for reconstruction and improvements at 3 lifeboat stations, 


1 air station, and 1 supporting shore unit 
to relieve deteriorati m or to permit 
for more effective operation, 


are necessary 


All of the improvements included 
consolidation of activities 








0 
OO 
OO 


X) 


Ql 
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A, Lifeboat stations. 

(1) Willapa Bay Lifeboat Station, Tokeland, Pacific County, Wash., $210,000.— 
Willapa Bay Lifeboat Station is located on the north side of the entrance to 
Willapa Bay from the Pacific Ocean. The entrance to the bay is 13 miles south 
of Grays Harbor and 28 miles north of the Columbia River, at which points are 
located the nearest lifeboat stations as well as the nearest harbors of refuge for 
all coastwise navigation or for the multitude of small craft employed in fishing 


and crabbing in the coastal waters [his station is essential to assistance work 
in the area 
The principal buildings comprising this station were built during the period 


1885—94 and are in such advanced stages of deterioration as to be structurally 
unsafe for occupation s 

The location of the reservation is subject to continual erosion as a result of 
strong tidal currents Over a period of years the entire shoreline has changed, 
and practically all of the several hundred acres comprising the original reservation 


have been lost. As a result of the erosion it was necessary in 1929 to move tl 
boathouse to a new location at Toke Point in Willapa Bay, 4% miles from the 
present station site Some of the connecting road is unimproved As a result 


of the distance and delay involved in travel from the station to the boat moorings, 
much critical time is lost in responding to distress calls 

In 1940, a site was obtained at Toke Point adjacent to the boat basin for 
development of a lifeboat station thereat. 

This project provides for replacement of the station buildings which becau 
of advanced stages of deterioration are unsafe for occupancy, and for relocation 
of the station on an acquired site at Toke Point. Adequate facilities together 
with the consolidation of both boats and operating personnel will greatly increase 
the effectiveness of rescue operations. 








Relocate and construct certain ne structures 
Administration and barracks building $85, 000 
Officer-in-charge, family quarters , 20, 000 
Equipment building 10, 000 
Paving and sidewalks 8, 000 
1,300 feet of 4-foot chain-link boundary fence at $2 per linear foot_- 2, 600 
Drill pole, flagpole, and aerial marker 1, 000 
Sewerage system and septic tank 8, 000 
Water-supply system and tank 10, 000 
Gasoline and fuel-oil storage and system 7.000 
Equipment, furniture, ete 18, 400 
Total 4 200, 000 
Administrative expenses 
Temporary employment of supervisory and engineering personnel] 8. 000 
Administrative travel 1, 000 
Administrative supplies 1, 000 
Total 10, 000 
Total requested for 1954 210, 000 
2) Point Arguello lifeboat station, Arlight, Calif., $94,000.—This lifeboat sta- 


tion, located on Point Arguello, Calif., about 120 miles northwest of Los Angeles, 
Calif., is the southernmost lifeboat station on the west coast of the United States 
and is the only unit of its kind in the 11th Coast Guard District The nearest 
similar rescue facility is located over 130 miles to the northward. Since a consider 
able volume of maritime activity exists in the Point Arguello area, it is imperative 
that continued effective operation of this station be assured 

The present structure at this station which comprises both pier and launchway 
has deteriorated through action of marine borers and from other causes to the 
point where aggregate fill is being lost. This condition has resulted in serious 
weakening of the structure to such an extent that continued use will involve 
considerable hazard to personnel and equipment. Additionally, loss of fill and 
infiltration of silt has resulted in the building up of subsurface obstructions which 
restrict operation of station craft 

This project provides for replacement of the present pier and launchway and 
dredging in the maneuvering areas to insure full effectiveness of the station in 
rescue activities. 


31734—53——-29 
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Rebuild pier and boat launchway, dredge harbor 


Dredging, 15,000 cubic yards, at $2 $30, 000 
Remove present rock and timbers ing 4, 200 
Concrete form work and cribbing_- 7, 400 
Concrete, 500 cubic yards, at $60 : 30, 000 
Creosoted lumber, 40 M b. m., at $150 . as 6, 000 
Bolts, anchors, eté ; 4, OOO 
Labor and framing I 7, 400 


Total 89, 000 


L\dministrative expe 
Temporary employment of supervisory and engineering personnel 4, 000 
Administrative travel 500 
Administrative PI 500 


Total 5, 000 


Total requested for 1954 94, 000 
3) Ditch Plain Lifeboat Station, Long Island, N Y., $115,000 Ditch Plair 


d on the south shore of Long Island, 3.3 miles westerly 


of Montauk Point, the eastern end of the island When originally constructed 


the station operated its pulling boats directly from the beach. However, wit! 
the advent of heavier otorized boats it became necessary to moor the boats ir 
protected inlet The station consequently now operates its boats from Montauk 
Harbor, 3.8 miles fr the station on the north side of the island. 

Che road connect e station and the boat moorings is narrow, and during 

immer season congested, with the result that considerable delay is involved 

' mond 1 tr Ca 

] 946 a was made of lifeboat stations to determine those 
v p t out reasing maritime hazard Napeague 
I at Stat iocated about 6 miles we of Ditch Plain was one of the stations 
j tal 

rt pre provides for relocating the Ditch Plain Lifeboat Station to a site 

Star J fontauk Harbor, by moving the existing equipment buildings 
fr Ditch Plain and t closed Napeague Lifeboat Stations, and by constructing 
a new dwelling unit Both structures are in excellent condition having been 
built in 1938 and 1940 to rigid specifications not possible to duplicate under the 


present inflated construction cost Relocation will consolidate activities and 
greatl crease the efficienc or tne ation by having both boats and operating 


t e and alter Napeague Equipment Bldg $20, 000 
Relocate and alter Dit Plai Equipment Bldg 18, 000 





( tru 11a i 53,000 cubic feet, at $1.10 58, 300 
Dredging, fill, et 13, 000 


300 


rs ipl per and engi 000 
Administrative travel 1, 000 
Administrative supplies 700 


5, 700 


000 


Replacement of aircraft, $15,000,000.—The funds requested under this head- 
r » re 1 resent operated aircraft which will be overage in 1955. Ir 
r » obtain de ery in 1955, it is necessary to contract for replacement in 


replacement of 19 planes whict 









000 I ircraf 154 
200 
100) 


OO VP (HL) heavy land g 
ou VP (M8) long-range, offshore 9 : 








000 Medium range amphibiat , 62 : 
O00 VR transport 
100 VU utility 4 
H-Rotary wing 
DOO 2) Medium rang: 42. 89 0 3 
Aircraft ) 4 O78. 
JOO) Administrative expense 
500 Temporary employmer { engines ' 
900 A inistrative travé = 
A inistrati ve ipplit 0) 
(}{) 
ell neon 
Wot) Tot required f 4 ~ ~ 
al! 
rh A comparative sumn showing the number of aircraft for or required 
ed meet future attrition, t umber to be di posed of t followir vear, and th 
Ul funds required each year fror 1952 through 1959 is as follows 
i 
i} i 
f Ww : 
“ . : 
1952 Wi 
ic = 
1953 i s ’ “x 
ae 1954 , ua wr 
19 ‘ ) f 11. 809 
‘ 1956 ) 4 TRI) 
1957 . pac 
19058 > 
; 1959 18 ‘ : 34 
; ‘No aircraft wer osed of t fiscal year 1952; theref f — ‘ 
d i Treasury or ella I | from tl yUrce 
. 1 ( aft to be procure 1] 
i FISCAL YEAR 1954 
U A ype 1m be t cost rota t 
{) 
() P\ . - $4 ia 
) P5M 1, 960, 000 r/ 
UI 6 62 15,7 
| HO4S 12" 89 02 
, 
Subtotal 19 19 , 
Administrative exper 
} Total 0 . 


j FISCAL YEAR 1955 
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burning, 





the installation of the 
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Continued 


FISCAL YEAR 1956 


Number Unit cost 


$1. 3450. 000 
1, 960, 000 


1, 960, 000 


2 , 020 
24 Lue 
FISCAL YEA! 8 
$1 0, OOF 
0, OO 
- OL 
243, 106 
FISCAL YEAI ) 
1 $] 0, OOK 
l 1, 960, 000 
4 24 


5.000 





uti ystems various ages now 
» Coast Guard Air Station, 


‘nding themselves logically 





building, etc. At present, three 
necessitating the 
automatic oil 


system reaue sted. 


ain barracks) | 


Total cost 


$1, 350, 000 
1, 960, 000 
1, 115, 250 
1, 215, 530 
5, 640, 780 

24, 000 

5, 664, 780 

$1, 350, 000 
1, 960, 000 
1, 115, 250 

729, 318 
154, 568 
24, 000 

5, 178, 568 

$1, 350, 000 
1, 960. 000 
1, 115, 250 

729. 318 
5, 154, 568 
24, 000 
178, 568 

$1, 350, 000 
1, 960, 000 
1, 115, 250 

4103, 484 

7, 828, 734 

24, 000 
7, 852, 734 


C 


This project provides for the 
furnishing heat 
Elizabeth City, N. 


he 


y and economi- 
ss include the barracks, BOQ, hangar, 
of the systems are 
services of more personnel than 
The present. boiler- 
as two coal boilers which could be con- 
natie features and there is sufficient space available within 


nstallation of another automati* boiler and the neces- 


he system and location 


t can be eliminated 
fuel consumption costs, 


savings will amortize installation cost 


~ 
‘ 


recommended for the central 


requested automatic central plant, 
This saving in manpower plus 

totals $10,579 per year. 
within 


At 


years. 


000 
000 
250 


530 


780 


000 


On 
100 
#1] 


68 
UO 


451 


Estimate of cost 


Installation of additional boiler and accessories, conversion of existing 
boilers to oil burning, necessary underground piping, valves, etc_._- $70, 000 


Administrative expenses: 


Temporary employment of supervisory and engineering personnel__- +. 000 
Administrative travel ac : ae 500 
Administrative supplies - - - - ati wel ’ : 500 
Total eae tae re Ba ee 7 ‘ 5, 000 
Total requested for 1954... " A ae 75, 000 


C. Supporting untts: 

(1) Moorings, Depoe Bay, Oreg., $39,000. Depoe Bay is located on the Oregon 
coast approximately 14 miles north of Yaquina Bay and 46 miles south of Tilla- 
mook Bay. At the latter two places are located the nearest lifeboat stations as 
well as the nearest harbors of refuge for the multitude of small craft employed 
in fishing and pleasure in the coastal waters. Depoe Bay is distinctive from all 
other Oregon ports in that there is no river bar which closes the entrance in rough 
weather. The entrance is protected by reefs forming natural breakwaters which 
permit boats to enter and leave in most all weather when other ports up and down 
the coast are ‘‘bar bound.” 

To insure the availability of rescue facilities when boats at Yaquina Bay Life- 
boat Station were bar bound, as well as to provide local rescue facilities at Depoe 
Sav, a lifeboat from Yaquina Bay was assigned thereat in 1940. Subsequent 
years have proved the advisability of retaining the lifeboat at Depoe Bay on a 
permanent basis 

The standard 36-foot lifeboat offers no facilities for messing or berthing aboard 
and the crew must necessarily provide their own means of living from that avail- 
able in the town. The practice is neglectful of the men’s welfare and is not con- 
ductive to the crew being readily available to man the boat in emergencies. 

This project provides for the construction on acquired property of a 28 by 42 
foot frame structure to contain quarters, toilet, office, storeroom and garage for 
the crew as well as the necessary float, mooring piles, and ramp for mooring the 
boat. The structure will provide minimal facilities in support of the lifeboat 
with no elaborate features provided. Necessary support of this small facility 
will be provided by Yaquina Bay Lifeboat Station: 


28- by 42-foot frame building to house office, lounge, toilet, storage and 


garage 14,400 cubic feet at $1 ard seomaanw Oae, 400 
Sewerage, utilities, fence and grounds . a ee 
Moorings equipped; including float mooring piles, ramp and float altera- 

tions 4 r e =e ac! 2. 500 
toadways , 7 ah. Seed 4, 000 
Control cables to A/N 1, 500 
Equipment and furniture 2, 000 

Total ; , .. 37,000 
Administrative expenses: 

Temporary employment of supervisory and engineering personnel__. 1, 500 

Administrative travel ; : Wieus bz 250 

Administrative supplies. --.-.-_.--- : od a0 ; 250 

FRLs 4.04 wee be nce its ei as on net ae eee . 2,000 

Total requested for 1954___.__. ae es : 39, 000 


Estimate for 1954 summarized by object of expe nditure 


Personal services $41, 500 


Travel ; . pect é pane 3 6, 250 
Transportation of things_-__- ous ere 

Other contractual services - - - -_- ican Meanie oa ate — 70, 000 
Supplies and materials - - - ; wo : 3, 950 
Equipment - - _ _- ae eine ae : 14, 997, 000 
Lands and structures___-- --- boas Seta i 2 dda 414, 300 


Taxes and assessments- i aietct lta ak tase eats te ile Te at 


Total obligations - -_-- ipaackwaeene ae alae 15, 533, 000 
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2. OPERATION OF AIDS TO NAVIGATION 


This part of the program provides $9,467,000 of which $500,000 is included 
for improvements or changes in aids to navigation, $8,797,000 for loran projects, 
and $170,000 for improvements at one repair depot. The details and estimates 
are shown as follows: 


A. Visual aids 


(1) Establish miscellaneous urgent aids to navigation, $800,000.—Requested 
funds are required for the establishment of miscellaneous aids to navigation to 
mark anchorage, danger, and other special or restricted areas prescribed by the 
Corps of Engineers, United States Army; to mark changes in channels, harbors, 
and other waterwavs resulting from the action of currents, tides, storms, and other 
acts of God; and to augment existing systems of aids which become inadequate 
due to increased vessel traffic or to changes in type, class, or speed of vessels using 
the waterways. 

2) Establish aids to navigation to mark miscellaneous scheduled Corps of Engineers’ 
improvements, $200,000.—Establishment and changes of aids to navigation con- 
currently with accomplishment of river and harbor improvements by the Corps 
of Engineers is essential to provide for safe navigation and to appropriately 
mark scheduled Corps of Engineers river- and harbor-improvement projects not 
otherwise provided for in the budget requests for fiscal year 1954. In order to 
accomplish the establishment or changes in aids to navigation incident to the 
above, $1,062,540 will be required. However, it is anticipated that many Corps 
of Engineer projects scheduled for fiscal year 1954 will be deferred. Therefore, 
it is estimated that $200,000 will be required to provide the minimum in aids to 
navigation to meet these requirements. 

B Loran 

1) Final phase of establishment of the winterized semipermanent Loran chain, 
$8,797 ,000.—Loran requirements specified by the Department of Defense include 
one vital 4-station chain of special design and construction for Arctic operation. 
$1,381,200 was provided in 1953 for the preliminary phase of this project. Funds 
requested will be sufficient to complete the sew chain. 


Estimate per station: 


Government-furnished items of equipment 5 $50, 000 
Outfitting ue ‘ 3 100, 000 
Supplies and materials . s as 50, 000 
Transportation 7 : ; ; 225, 000 
Contract costs Fe 1, 689, 250 


oe _ $2, 114, 250 
Administrative expenses: 
Temporary employment of supervisory and engi- 


neering personnel : 50, 000 
Administrative travel Sel 25, 000 
Administrative supplies 10, 000 

—_—_—__—_ 85, 000 

Total Sa a ee ee ee 2. 199, 250 

Coat for 4 stations for 1054................ ee sancme te 10a, COO 


C. Support units 


(1) Depot, Woods Hole, Mass., $170,000.—This is the second phase of a planned 
program of development of this unit. The initial phase was to acquire about 4,755 
square feet of waterfront property for which $10,000 was provided in fiscal year 
1952. The unit is responsible for the maintenance of all aids to navigation in the 
southern section of the First Coast Guard District. Present structures are old and 
deteriorated, and limitations in suitable working space hamper effective operations. 
The program when completed will provide berthing space for two vessels, an 
enlarged open buoy storage area, miscellaneous shops associated with the work to 
be performed by this depot, barracks, galley and mess hall for 50 men, and &@ sick 
bay. Total cost of this project is approximately $1,000,000. 
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funds requested for this project in fiscal vear 1954 will provide 
for the following 


Steel sheet pile bulkhead to inclose new property $117, 000 
Fill in area behind new bulkhead 15, 000 
Install fender piling along face of new bulkhead 25, 000 


$157, 000 
Administrative expenses 
Temporary employment of supervisory and engineering 
personnel 
Administrative travel 
Administrative supplies 


§ 000 
2. 500 
2, 500 


Total, administrative expenses 13, 000 


Total requested for 1954 170, 000 


Estimate for 195 summarized by object of expenditure 
¢ J } 


$208, 000 
112, 500 
907, 000 
242, 500 
694, 000 

7, 302, 340 
660 


Personal services 

[ravel 

[Transportation of things 
Supplies and materials 
Kquipment 


Land and structures 


axes and assessments 


Total obligations 9, 467, 000 


Standard classification sche lule 


Increase (4-) or 


Appropriation lecrease ( 1954 


estimate 


Over 1953 


Estimate Ba Estimate | Over 1954 | ~ 0 
) 1054 1954 4Se sppropria 

tior 

A verage number of temporary ¢ ployee 
ORJECT OF EXPENDITURE 
nal service 

Temporary empk $289, SU $249, 500 $249, 500 $40, 010 

rravel 85 118, 750 118, 750 +81 
rransportation of £ 14, 400 907, 000 907, 000 4-899 600 
Other contractual ser\ 70, 000 70, 000 +70, 000 
Supplies and materials 11, 350 246, 450 246, 450 +235, 100 
Equipment 2 769, 881 15, 691, 000 | 15, 691, 000 7, O78, 881 
Lands and structur 127, 040 716, 640 7. 716, 640 16 589. 600 
laxes and assessment 134 660 660 4.296 
Total appropriation or estimate 4, 250, 000 0 25, 000, 000 25, 000, 000 +-750, 000 


SearcH, Rescue, and LAw ENFORCEMENT 


LIFEBOAT STATIONS 


Mr. Canrietp. The first item under “ Acquisition, construction, 
and improvements” is ‘Search, rescue, and law enforcement.” 
Admiral, starting off with the first subitem which is lifeboat stations, 
will you discuss briefly the importance of each of the items indicated 
in the justifications, stating among other things if they are old or new 
projects and if perchance any can be deferred at this time, in your 
opinion. 

Admiral RicumMonp. Well, the first item, of course, is the Willapa 
Bay lifeboat station. I think the history of this or the justification 
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of this is set out pretty well on page 290. As indicated therein, the 
principal buildings comprising this station were built between 1885 
and 1894. 

Also, on the actual site where the boats are now it is necessary now 
to maintain ships separated from this site, and it would be desirable 
as rapidly as possible to replace this with a modern lifeboat station. 
Whether or not it could be deferred, of course, is simply putting back 
another year the replacement of an old, outmoded station. 

I might say, sir, with respect to all of these items, this represents 
only a very small portion of a plan of replacement, what we refer to 
as a 6-year replacement plan. We try to look ahead 6 vears to see 
what we are going to have to replace. Since this is a boiling down of 
a considerable number of items which are necessary, I do not think I 
need to repeat myself on the fact that we feel that these are the most 
important of a large number of items, the list of which could be 
supplied the committee for comparison. 

The Point Arguello lifeboat station is also described. That actually 
is a replacement of a pier and launchway for the boats, that has been 
damaged mainly through marine borers. 

The Ditch Plain lifeboat station is the third lifeboat station. 
Physically, the station itself is in not too bad condition, but because 
of changes in the terrain and all it is not properly located with respect 
to where the boats have to be launched from, so that you have an 
operational delay in the use of this station before the men can get to 
the boats 

That was brought out several years ago in that Pelican disaster. 


AVIATION 
REPLACEMENT OF AIRCRAFT 


Mr. Canrige_p. Admiral, the next subitem is aviation, and for 
replacement of aircraft you ask $15 million. Will vou tell us why 
that is necessary? 

Admiral Ricumonp. Well, sir, the Coast Guard has operational 
today 137 aircraft of which, as I said yesterday, about 90 percent 
are operational at any one time. Some of them are undergoing over- 
haul. 

Of this 137, 24 have been loaned to us by the Navy for the search 
and rescue program, and depending upon the continuance of that 
program depends the question of replacement. 

However, in the basic fleet of 110, which was the limitation placed 
upon us in the appropriation language in 1948, as I recall it, which 
has never been exceeded, except for the 3 helicopters for port security 
work and for the 24 planes I have just mentioned, all of those planes 
were wartime planes built either before or during the war. The 
most modern of them would be, probably, 1944, in that year. 

Through the efforts of this committee, on replacement, we have 
been able to replace, to either have on order or replace, approximately 
50 of that 110 aircraft. The balance will be obsolescent or obsolete 
in the next several years. It usually takes about 2 years lead time 
from the time you get your money to get delivery on planes 
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If the coniumittee will examine page 297, you will see that the num- 
ber of aircraft required to meet attrition in 1955—that is, for the 
fiscal year—is given. ‘That does not mean those planes will go out in 
1955, but probably a year or so later. That jumps from the 19 we 
have included here to 59. 

I do not want to mislead the committee. In that figure is in- 
cluded these 24 we got for search and rescue. 

If you want to consider 110 planes as our basic fleet, that would 
probably mean about 35 of these planes of the basic fleet would be 
obsolete anywhere from 18 months to 2 years beyond fiscal 1955. 

However, several years ago we did start what we hoped would 
be an orderly replacement program Within the limits of the funds 
that have been available to us we have proceeded on that basis. 
Of course, occasionally, even with new planes you have crash losses 
which add to the problem 

[ ean give the committee the exact number of planes that have been 
authorized or replaced in just a few seconds here, if you would like to 
have the figure in the record, since the first money that was made 
available to us. The first time we were spending for replacement was 
1948, 

The actual new planes we have gotten in service is higher than | 
told the committce originally. There have been 39 fixed-wing planes 
and 34 helicopters purchased since 1948. Not all of these have been 
delivered as vet 

I might sav one thing: The life of the helicopter is much shorter 
in comparison, so you would have to evaluate that with respect to 
the length of time 

ELIZABETH CITY 


Mr. CanrieLp. You have a $75,000 project for the Elizabeth City 
air station in North Carolina. 

Admiral RicuMonp. Yes, sir 

Mr. CANFILED. Brieflv, what is that for? 

Admiral RicumMonp. That is for an automatic, central heating 
plant which, although I do not think this is a controlling arugment, 
will in the end lead to economy, because it will save the number of 
people that you have to use, for the boiler plant. 


SUPPORT UNITS 
DEPOF BAY 


Mr. Canrietp. Under the subitem support units you have a 
$39,000 project for moorings at Depoe Bay, Oreg. 

Admiral RicumMonp. That is night, sir. 

Mr. Canrietp. Do you want to discuss that? 

Admiral Ricumonp. Originally we had a lifeboat station there, but 
in doing away with the lifeboat station there have been enough casual- 
ties that it has been necessary to station a lifeboat there and give some 
sort of facility to tie up to. That is what this is for. It is a small 
building for the crew to lounge in, and eat 











456 
OPERATION OF Alps TO NAVIGATION 


VISUAL AIDS 


Mr. Canrietp. The next item is “Operation of aids to navigation.” 
Under the subitem “Visual aids”’ it is noted that you have a $300,000 
project to establish miscellaneous urgent aids to navigation. Will you 
describe those? 

Admiral Ricumonp. Yes, sir. That is an amount of money which 
is to cover unanticipated urgent aids, the need for which aids arises 
from time to time. For example, an aid may be destroyed by a ves- 
sel, and we have to replace it. It may be only $10,000, or only $3,000, 
but we have to have something to draw against for that purpose. 

Another thing is that the Army engineers may change a channel 
slightly, and that would mean a shifting of the aids. 

Mr. Canrietp. The second project is for $200,000, to establish 
aids to navigation to mark miscellaneous scheduled Corps of En- 
gineers improvements. 

Admiral Ricumonp. That is right. That is where the Army en- 
gineers tell us ahead of time: 


We intend to do something, and we can foresee the need. 


Rather than listing a large number of small changes, running any- 
where from $1,000 to $10,000, we take them out of this item, and in 
some cases those develop even after the appropriations are passed. 


LORAN 


Mr. Canrietp. Under the subitem ‘‘Loran’’ you project $8,797,000 
for the final phase of establishment of the winterized semipermanent 
loran chain. Will you describe this item? 

Admiral Ricumonp. | think, sir, on this I would like permission to 
co off the record. 

Mr. CanFiEeLp. Off the record. 

(Discussion off the record.) 


SUPPORT UNITS 
WOODS HOLE 


Mr. Canrietp. Admiral, under the subitem ‘“‘Support units’’ I note 
a construction project for a depot at Woods Hole, Mass., $170,000. 
Briefly, what is that? 

Admiral RicumMonp. We have a depot there at the present time, and 
this is for the expansion of the land area, for buoy storage, and a more 
efficient operation. It is an old lighthouse base. 

Mr. CanFieLp. Mr. Gary? 

Mr. Gary. There are no new aircraft requested? 

Admiral Ricumonp. No additional aircraft; no, sir; these are all 
replacements. 

Mr. Gary. Off the record. 

(Discussion off the record.) 

Mr. CanFieLp. Mr. James? 

Mr. James. No questions. 

Mr. CanFietp. Mr. Passman? 
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TYPE OF CONSTRUCTION 


Mr. Passman. Admiral Richmond, when this committee visited 
several of your loran stations we observed some of them were construc- 
ted of concrete, and others used the Quonset-hut type of construction. 
I think we discussed with you at that time the feasibility of maybe 
building permanent stations out of concrete. Have you had an 
opportunity to give further study to that? 

Admiral RicumMonp. Yes, sir. We made quite an exhaustive study. 

First, I would like to review what the story was on some of the 
stations you visited. Of course, I unfortunately was not with the 
committee at the time. I am sorry I was not, because I think I 
might have straightened out some misapprehensions at the time. 

Kirst, all of these stations you visited—I think every station you 
visited was a wartime construction station originally. Now, you 
went to Ulithi, and that station was originally on Potangeras Island. 
You actually visited Falalop Island. Recognizing that the wartime 
construction—which, incidentally, was the old galvanized Quonset 
hut, with wood floors, which everybody agreed was bad—was not 
satisfactory we, in the 1950 budget, asked for a total of $3.7 million 
to replace four stations on a permanent basis; namely, Cocos, Kwadack, 
Potangeras, and Roguron. 

We asked for another $1.7 million-odd for 7 more to be replaced on 
a short-life basis, figuring they would probably be moved. 

I might say that the average cost of those stations would have run 
$495,000 on our then estimates for permanent construction, and 
$245,000 for temporary construction. We came before your committee 
with a request that averaged $194,000 per station for 11 stations, 
which was less than we had estimated for temporary construction on 
those stations, and we left this committee or left Congress—I will not 
say “this committee,’ sir—and though I do not remember all of the 
ramifications it was with a figure of $194,000 for 9 stations. 

So, any question of permanent construction was pretty near out in 
the letting of contracts. 

Now, | understand that the committee was told out there that, 
after all, you could build concrete as cheaply as you could build 
metal Quonset with concrete floors. Incidentally, even in our recon- 
struction we have used a different type of Quonset. It is an alumi- 
numized Quonset, which ought to stand up much better than the 
previous galvanized one, and with a concrete base. 

However, not being willing to trust our figures, we wrote to Vinnell, 
which is the big civilian contractor working in the Pacific, and I have 
here a fairly exhaustive analysis of the comparative costs of the 
concrete. 

I might say, too, so far as concrete or concrete-block construction 
is concerned, you might as well consider them both the same. There 
is very little variation. Roughly, the cost per building will run about 
54 percent higher for concrete over the metal. In other words, you 
have to take in a lot of factors—labor, materials, and transportation. 

But, after reviewing these figures and taking into consideration 
those various factors, it would appear that the cost per single building 
for concrete construction—this, of course, is an average cost—would 
run in the neighborhood of $20,000 as against about $12,000 for prefab. 

Mr. PassmaN. Off the record. 

(Discussion off the record.) 
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AVERAGE DAILY FOOD COST PER MAN 


Mr. Passman. Admiral Richmond, in your justification for ‘‘Pro- 
visions,”’ which, of course, has to do with food for Coast Guard person- 
nel, what is your average food cost? Is that per day or per month? 

Admiral Rrcumonp. Per day per man. 

Mr. Passman. What is the per man per day average? 

Admiral Ricumonp. Right now it is running about $1.45 per man. 
That is a reduction over what was estimated. This budget was made 
up on the then going price, which was $1.49; so that, assuming these 
figures continue, there would be a saving of 4 cents per man per day 
in the 1954 figures. 

Mr. Passman. In other words, your justification would call for 
$1.45 per man per day? 

Admiral Ricumonp. The justifications call for $1.49, but in practical 
experience right now it is running $1.45, sir. 

Mr. PassmMan. How does that compare with the other military 
branches? 

Admiral Ricumonp. Well, it probably is a little higher, for the 
reason that this is an average of general messes, commuted messes, 
and subsistence. Of course, the subsistence is the same as the other 
services. But where you have the small commuted ration messes 
it will run a little bit higher. I cannot answer your question specifi- 
cally because I do not know if anybody can put his finger on what it 
is costing the others. 

Mr. PassmMan. That is all, Mr. Chairman. Off the record. 
(Discussion off the record.) 







RETIRED Pay 


imounts available for obligation 


j 
1952 actual | 1953 estimate | 1954 estimate 


Appropriation or estimate 4 5 $16, 647, 000 $17, 625, 000 | $18, 600, 000 
Unobligated balance, estimated savings 204, 813 


Obligations incurred : 16, 442, 187 17, 625, 000 18, 600, 000 


Obligations by activities 


Description 1952 actual | 1953 estimate | 1954 estimate 


1. Enlisted men. $6, 811, 903 $7,391,810 | $8,044, 470 
Commissioned officers 6, 451, 483 6, 906, 420 7, 122, 116 
Chief warrant and warrant officers-. 1, 855, 590 2, 034, 606 2, 186, 588 

4. Former Lighthouse Service 1, 263, 396 1, 238, 250 1, 196, 000 
Former Lifesaving Service - 35, 830 | 32, 382 27, 756 
Reserve personnel (Public Law 810 23, 985 21, 532 23, 070 

Obligations incurred d 16, 442, 187 17, 625, 000 18, 600, 000 


Obligations by objects 


12 Pensions, annuities, and insurance claims: 1 
a a eT i ae tail $16, 442, 187 
se aa a fipeloa A oRl ealarset a ed iene Meg le nan 17, 625, 000 
1954 VOB ool see Se yu Ves Le a Gea aee 
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Analysis of ex pendilures 


tart of year 
luring the year lf 


Unliquidated obligations 
Obligations incurred 


Total lf 


Deduct 
Adjustment in obligations of prior year 


rotal expenditure 

Exp ures art ributed as follow 
Out of current auth« ( 
Out of pr 1 it 


JUSTIFICATION OF 


Mr. CANFIELD 


sctual 153 estimate | 1954 « 
2, 871 $2 254 
44. 1&7 17 ww 
45 8 17, 8 254 
"7. 254 We 
8, 422 l 204 
89 r 
2 Zo4 


ESTIMATES 


timat 
$230, OO 


18. 830. OO 


Now comes the appropriation “Retired pay, Coast 


Guard,” for which $18.6 million is requested for the new fiscal year 
The appropriate justifications will be inserted in the record at this 


point. 
(The justifications referred to are as follow 


inalysis of appropriation base for fisc 


Regular appropriation, 1953 act 
Supplemental appropriation for 1953 
Total appropriation, 1953 
Reductions 
Former | at Thouse 


Former | CSay 


pervice 
Service 
to base 


Adjustment 


Appropriation base for 1954 
Increase over appropriation base for 1954 


for 1954 


estimate 


le creasé 








a: 


Com pa on ¢ f anpropriat on ha é poth avpprov 
Appro} tion ba Appr 
f, 1a 4 ; 
A 
verage A we 
r Amount px 
Enlisted men 3, 634 | $7,391, 810 3.9 
Commissioned rs 1, 6¢ 6. 906. 420 l , 
Chief warran warrant officer 753 2 034. 60K gang 
Former Lighthouse Service 736 1, 196, 000 7] 
Former Lifesaving Service 3t 27, 754 56 
Reserve personnel (Public Law 81( 14 21, 532 l 
ncrease over appropriation bas« 6, 838 17, 578, 124 7, 268 
pprof 
Adjustment in base... +32 +46, 876 
Total, appropriation, 1953, and ap- 
propriation estimate for 1954 6, 87( 17, 625, 000 268 


from total appropriation, 1953 


18, 600, 000 
975, 000 
on estimate for ] WL 
os 1954 *“ | Increase or decrea 
A verage 
Amount Au 


$8, 044, 470 
7, 122, 11¢ 
2, 186, 588 
1, 146, 000 
27, 756 
3. O70 


18, 600, 000 


17, ! 
L. ( 
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JUS 


S17, 000, 000 
625, 000 
17, 625, 000 
50 
rf 
16, S7¢ 


978, 124 


21, 876 


15, 60¢ 
RQ 
3s 
+} 1. &7 
46, 87¢ 
175, OO 
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GENERAL STATEMENT 


The funds requested under this appropriation are for retired pay of the military 
personnel of the Coast Guard, Coast Guard Reserve, members of the former Life- 
saving Service, and members of the former Lighthouse Service. 

The estimate for 1954, $18,600,000, is based upon the current retired list, 
modified by expected additions and deaths. The program in 1954 will require an 
increase of $975,000 over the appropriation for 1953, attributable to an estimated 
increase of 398 in the average number of personnel on retirement. 


Explanation of estimates 





Appropriation base for 1954 
Budget estimate for 1954- 


pass Gea ity Slats Dadian een aed ona eo $17, 578, 124 
areas Gide wk arial aged Namen ae 18, 600, 000 





See enn CMINO SS eg i oe ee es eres 1, 021, 876 


This appropriation provides for payment of retired pay in accordance with 
existing law. An increase of $1,021,876 over the appropriation base is requested 
in order to provide $693,616 for the retirement of certain officers and enlisted men 
who completed required service during fiscal year 1953, but whose retirement was 
deferred because of insufficient funds and $328,260 for expected physical, 
statutory age, and service retirements during fiscal year 1954. 













Mr. Canrieip. Admiral, will you discuss that item, please? 

Admiral Ricumonp. Most of the costs involved in this retired pay, 
of course, are outside of the control of the Coast Guard in that retire- 
ments essentially are established by law, either age or physical, and 
the only variable on those would be the extent to which our actuarial 
figures would vary. Really, the only controllable item here is that 
which goes to the voluntary retirement for officers, which is a relatively 
small number, and I do not think we need to discuss it dollarwise 
because it is relatively so insignificant, and the retirement of enlisted 
men. 






























VOLUNTARY RETIREMENTS 





The Coast Guard has a law which permits us to retire in any 
calendar year up to 1 percent of the enlisted men with over 20 years 
service, and in the event that that percentage has not been attained 
in any preceding year it is cumulative up to a maximum of 3 percent. 
Now, there were no retirements under this provison in the war. 
The provision then had not been cumulative. That cumulative 
provision was added since the war, in the revision of our law. 

We came out of the war with a large number of men who had over 
20 years of service because no retirements had been permitted, 
naturally, during wartime conditions, and, of course, we have had 
a large number of requests to get out. The net result is that after 
we started retiring under this provision we could not drop down to 
the 20-year men. The lowest it has ever gone, to my knowledge, is 
down to men of about 24 years and 6 months of service. 

Last year, as a result of the reduction of $600,000 in retired pay 
for forward planning in the fiscal year we had to deny all these enlisted 
voluntary retirements, and also similarly the officer retirements, 
because it was not apparent how we could afford to do it. As you 
recall, that caused quite a little bit of criticism. Improperly, Con- 
gress was accused of having denied retirements, and there was a lot 
of misinformation going around; but essentially that was it. We did 
not have the money and we could not give them voluntary retirement. 

Now, then, on the $18.6 million we are requesting, we estimate that 
that will permit during the fiscal year, regardless of which calendar 
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year it is, approximately 1% percent of the men now eligible who are 
requesting, men now eligible to be retired under this basis, which 
would put us back somewhere close to where we would have been 
had we gotten the $600,000 for the current fiscal year. 

Do you have the actual number on that? It is about 500; is it not? 

Commander Hystop. About 500. 

Admiral Ricumonp. In other words, given these funds during fiscal 
year 1954, we would plan to retire voluntarily 500 enlisted men, or in 
the neighborhood of 500 enlisted men, who have had 24 or more years 
of service. I doubt whether we would get below 24 years, and 
probably it would be 25 or more years of service. 

Mr. Canrievp. Off the record. 

(Discussion off the record.) 

Mr. Canrie.p. This will permit you to retire 1% percent? 

Admiral Ricumonp. 1% percent of the personnel on board at 
the beginning of the calendar year 

Mr. Canrietp. Off the record again. 

(Discussion off the record. 

Mr. Canrie.tp. Mr. Gary? 

Mr. Gary. No questions. 

Mr. Canrieip. Mr. James? 

Mr. James. No questions 

Mr. Canrigetp. Mr. Passman? 

Mr. Passman. Off the record 

(Discussion off the record.) 


RESERVE TRAINING 


imounts available for obligation 


2 actual 1953 estimate | 1954 estimate 

Appropriation or estimate $1. 850. 000 $2 600. 000 $2 600. 000 
Unobligated balance, estimated savings — 143, 113 

Obligations incurred 1. 706, S87 2 600, 000 2 600. 000 


Obligations by activities 
Reserve training program: 
19§2_.. _ $1, 706, 887 
1953 , 600, 000 
1954- , 600, 000 


bo bo 


Obligations by objects 


Object classification 1952 actual | 1953 estimate | 1954 estimate 


Number of permanent p 
Military SY 122 22 
Civilian 7 21 
Total number of permanent positior 106 14 14 


Average number of all employee 


Military = . 
Civilian l 20 " 
lotal average number of all employ} v1 l 
Average salaries and grade 
General schedule grade 
< 8 $2 6 z 


Average salary 
Average grade 
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Obligations by objects—Continued 





Object classification 1952 actual | 1953 estimate 1954 estimate 
Ol Personal services 
Permanent positior 
M ilitary $390, 926 $652, 280 $652, 280 
Civilian 39, 041 61, 552 61, 552 
Regular pay in excess of 52-week base 178 248 248 
Drill and active-duty pay of trainees 828, 005 1, 431, 636 1,415 114 
Total personal service 1, 258, 150 2, 145, 716 2, 129, 194 
02 Travel 147, 729 199, 993 239, 231 
Transportation of thing 1, 221 1, 000 1, 000 
04 Communication ser ‘ 3, 448 2, 000 2, 000 j 
0 Rents and utility ser 4, 825 3, 000 3, 000 
Printing and reproduct 4, 570 3, 000 3, 000 
Ot , ractual ser 25, 386 6, 000 3, 000 
Supplies and materia 198, 811 228, 426 208, 710 
ip nt 62, 440 10, 000 10, 000 
Lxe ind asst ment 307 865 R65 
Oblig 1. 706, 887 2, 600, 000 2, 600, 000 | 
7 | 
4{nalusis of expenditure & | 
g | 
1952 actual] 1953 estimate | 1954 estimate 
i $302, 847 $402 847 | 
£1. 706, 887 2. 600, 000 2, 600, 000 | 
' 
1, 706, 887 2, 902, 847 3, 002, 847 | 
Deduct u bligat 1 of year 302, 847 402, 847 402, 847 
i 
1, 404, 040 2, 500, 000 2, 600, 000 
Ex : | 
Out rr rizat 1, 404, 040 2, 197, 153 2, 197, 153 | 
Out of prior r tl t 302, 847 402, 847 


JUSTIFICATION OF ESTIMATES 


r. CanrieLp. The next item, I believe, is the last appropriation 
title It is “Reserve training, Coast Guard,” for which an amount of 
$2.6 million is requested. The appropriate justifications will be 
inserted in the record at this point. 

The justific ations referred to are as follows: 









Analysis of appropriation base for fiscal year 1954 
Regular appropriation, 1953 act $2, 500, 000 
S ippleme ntal appropriation for 1953 100, 000 






Total appropriation, 1953 2, 600, 000 






Appropriation base for 1954_- : ‘ , . 2, 600, 000 
ncrease Over appropriation base for 1954._..........-_________ ames een te 






Appropriation estimate for 1954 





Increase or decrease from total appropriation, 1953 





ate 


280) 


48 


114 


(i 
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Comparison of appropriation base with appropriation estimate for 1954 


Appropriation base | Appropriation esti- | ,, — 
for 1954 mate for 1954 oe en 
Activity 
A verage A verage \ t 
Amour 1 \ ul ( An ¢ 
Reserve training program 
1. Direct expenst $1.8 ) $1. 813. 05 
2. Indirect expens« 132. 7 786, 04 132 786, 04 
Increase over appropriation base 132. 7 2, 600, 000 132. 7 2, 600, OO 
Adjustment in bas¢ 
Total appropriation 1953, and appro- 
priation estimate for 1954 132. 7 2, 600, 000 132.7 2, 600, 000 


GENERAL STATEMEN' 


The Coast Guard is required, by law (14 U. 8. C. 751, Public Law 476), to 
maintain and train a Reserve component. This component is to be a trair 
Reserve force, available in times of war or national emergency for full or partial 





mobilization, as ordered by the President or the Congr pare 
to assist in carrving out the Coast Guard’s assigned 1 espo 
sibilities. The defense duties and responsibilities of the lo not 





duplicate those of any other service. 
The responsibility of maintaining a trained Reserve whicl 
carrying out the defense tasks assigned to it, as mentioned above, requires the 


Coast Guard to conduct a continuing annual training program for all the member 


1] = 
will be capable o 





of its Reserve components. The fact that a certain number of members of the 
Reserve can be counted as on board on a given date does not mean that tl 
mobilization requirements have been met. These members must be trained a: 


ready for active duty when needed as in all military services. 

The total strength of the Reserve on June 30, 1952, was 11,169, of wl 
3,781 received training during fiscal 1952. During fiscal 1952 the total 
strength increased 44 percent over the preceding year, as a result of recruitins 
and the enlistment into the Coast Guard Reserve of personnel being discharged 
from the regular Coast Guard. The Reserve component will steadily increase 
in strength as a result of the above factors plus the number of personnel returning 
from active duty to the inactive Reserve upon completion of their obligated 
military service under selective service. It is estimated that the total strengt! 
of the Reserve will be 15,000 by June 30, 1953. The effective value of this 
teserve force as a mobilization factor will steadily decrease unless a continuing 
training program is carried out. 

The 1953 appropriation will finance partial training of an average of 4,084 
reservists and the amount requested for 1954 will provide complete training for 
an estimated average number of 3,383. It is planned to provide a more complet¢ 
course of training for a smaller number of men, which will serve as a nucleus at 
mobilization, rather than to provide partial training for a larger number. I: 
1953 scheduling of active duty training will permit complete training of only a 
limited group of trainees and, therefore, a larger number will be given partial 
training. 

The numbers receiving training for fiscal years 1951, 1952, 1953, and 1954 
are shown by district in the following table compared with approximate ultimate 
requirements: 











District 1951 1952 1953 1954 Program ! 





$41 399 279 1, 500 

283 311 296 4,100 

j 634 634 564 6, 900 

t {09 454 208 2, 200 

7 223 290 252 1, 700 
Rt 24] 203 214 1, 850 
9 679 647 623 5, 500 
11 875 357 330 1,900 
240 277 238 1, 600 

299 326 2380 1,300 

14t j 50 18 100 
17 26 17 18 100 
Total 3, 051 3, 781 4, O84 3, 383 28, 750 


Does not include 380 trainees for aviation 


Summary comparison of trainees by training program, fiscal years 1951, 1952, 1953, 
and 1954 


Number of trainees 


Program } 


Actual, Actual, | Estimate, | Estimate, 
1951 1952 | 1953 1954 

Port security 2, 649 3, 204 | 3, 283 2, 883 

Ve sugmMentatior 209 199 | Ie 

Aviation training | 10 200 100 
Volunteer trainin 181 | IR() 189 

sg tive S« e] 10 1] 11 12 
I I ficer candidat 2 77 50 

Total 3, 051 3, 781 4, O84 3, 383 


LANGUAGE CHANGES 


he proviso permitting the merging of fiscal-year appropriations into one ac- 
count to simplify the accounting and disbursing procedures in keeping with the 
program for improving accounting is revised in order to bring it up to date and 
make it applicable to the 1954 appropriation. The proposal places the reserve 


appropriation on the same fiscal basis as the “Operating expense’’ appropriation. 


EXPLANATION OF ESTIMATE 
i. Direct expense 


Appropriation base for 1954 ..-. $1, 813, 055 
Budget estimate for 1954 nieests 1, 813, 055 


Increase over base a — biacea 


This activity provides for the direct expense of the Coast Guard Reserve training 
program Funds provided in 1953 permit the Coast Guard to conduct a training 
program which will provide only partial training to 4,084 reservists. The im- 
mediate objective of the Reserve-training program, within funds authorized, is to 
provide well-training Reserve components in the various districts which will 
serve as nuclei around which the balance of Reserve strength can be mobilized. 
The longer range objective is to provide well-trained Reserve components in suf- 
ficient number to enable the Coast Guard to meet the war-plans commitments for 
M-day plus 3 month The 1954 program is designed to provide a complete 
course of training for 3,383 reservists and entails a reduction of 13 organized train- 
ng units and 700 trainees below the 1953: program. This reduction is effected 
in order to provide a more complete training course which is considered more 
valuable than the alternative incomplete training course for a slightly larger 


group 
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A comparison of the number of personnel under training is as follows: 





1953 estimate 1954 estimate 
Type of training Number hl ee 
no u Det 
training days | ont - tr 
or drills — — 
Active duty 15 1, 665 15 83 
Drill periods is 3, 965 is 3, 383 


a) Port security.—The port-security training program is designed to train 
personnel to enable the Coast Guard to carry out its expanded wartime duties 

volving such activities as enforcement of safety regulations for the protection 
of waterfront facilities and vessels in harbors; prevention, detection, and fighting 
of fires in harbor areas; supervising the handling and storage of explosives and 
other dangerous cargoes; implementation and enforcement of certain sections of 
the Espionage Act; controlling the movement and anchoring of vessels in harbors 
boarding and examining vessels entering United States ports; and controlling 
the movement of personnel in harbor areas through the issue and examination of 
identification cards. During the 1952 fiscal year an average number of 
trainees received partial training in this field and it is estimated that the ni 
will be increased to 3,283 in fiseal 1953. In order to furnish a complete e 
training to reservists in 1954, the port-security training program is reduced to 
2,883 trainees. 











b) Vessel augmentation.—This program provides for training reserves for duty 
afloat in connection with the operation of vessels for ocean station duties, search 
and rescue work, and inshore and offshore patrol. During the 1952 fiscal vear 


an average of 178 trainees received partial training in this field and the program 
for 1953 will provide partial training for an average of 351. The 1954 request 


provides a complete course of training for 388 reservists for vessel augmentat 


c) Aviation training.—This program provides training for aviation flight and 
ground-support personnel for search and rescue work, inshore and offshore patrol 
and air patrol for meteorological and ice observation. In the 1952 fiseal year 


10 reservists received partial training in this field, and the training program for 
1953 will provide partial training for 200 trainees. This program will be reduced 
to provide effective training for only 100.commissioned flight personnel in 1:54, 

(d) Volunteer lraining.—This program provides training for Inactive or Stand 
reservists who are not attached to organized training units but whose specialti 
are essential to the Coast Guard in time of war or national emergency Included 
in this category are reservists who are specialists in such fields as engineeri 
finance, supply, law, administration, and communications. Volunteer trainees 
with the exception of certain instructors who receive credit for 12 drills, are not 
paid for drills; a limited number, however, do receive active-d ity trail ing at 
service and special schools. During 1952, active-duty training was authorized 
for 191 volunteers. It is expected that 119 volunteers will receive active-duty 
training during fiscal year 1953. Because of the more urgent need for providing 
a complete course of training for organized training units, no provision has beer 
made to finance volunteer training in 1954. 

e) Selective service liaison—This program provides training to selected 
officers, chosen because of their administrative ability, who in time of war or 
national emergency would represent the Coast Guard in its dealings with the 
Selective Service System in the States contained in each of the continental Coast 
Guard districts and the Territories of Hawaii and Alaska. These officers ar 
required to keep themselves fully informed at all times of the existing conditions 
and plans for selective service in time of war or national emergency, and their 
effects on the Coast Guard mobilization requirements. Eleven officers wert 
trained in this specialty during 1952 and will be continued in such training during 
1953. Twelve liaison officers are required and will receive training in this field 
in 1954 

f) Reserve officer candidates—This program is designed to provide a well 
rounded training course for college students desiring a commission in the Coast 
Guard Reserve. In 1952 it was possible to provide a partial course of training 
for 77 candidates, and in 1953 partial training for 50 candidates will be provided 
Because of essential training required for organized training units in 1954 
provision for this program will be made. 





} 
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2. Indirect expense: 
Appropriation base for 1954 ae ‘ a: ee $786, 945 
Budget estimate for 1954 bie 4 786, 945 


Incre ase over base 


Indirect expenses of the Reserve program include the pay and allowances of the 


Reserve Division at headquarters and the field Reserve organizations at district 
offices. These expenses also include salaries of civilian employees, administrative 
travel, transportation of dependents and household effects of administrative 
personnel, and other administrative expenses in connection with the Reserve 
program 

Administration of the Reserve program, including establishment of training 
guides, standards for procurement of Reserve officers and enlisted personnel, 
development of training programs, and maintenance of personnel records, is 
centered in the Reserve Division under the Office of the Chief of Personnel at 
Coast Guard Headquarters, 


Analysis of direct and indirect obligations by activity 


Appropriation estimate, 1954 


4 ty i j 
Direct obli- | Indirect ob- | Total obliga- 
gations | ligations tions 
Reserve training prograr $1, 813, 055 $786, 945 $2, 600, 000 


Standard classification schedule 


Increase + rr d 
4 ppropriation crease (—), 1954 esti- 
mate over— 


Number of permanent 





























M ir 122 122 0 0 
( ar 21 21 0 0 
Total 14 143 0 0 
Par ¢ é ( 0 
Average 1} et 
Mi y 112. f 0 
lian (permane 20. 1 0 
A ¢ . 132 7 u 
A verage salarie: al 
General schedule grade 
A verage salary $3, 065 $3, 122 $3, 122 0 
Average grade ; 3.2 3.2 3.2 0 0 
OBJECT CLASSIFICATION 
Personal services Trainees, drill and 
active duty pay-- ..| $1, 431, 636 522 —$16, 522 
Military, net permanent. 652, 280 0 0 
Civilian, departmental F } 
Net permanent 61, 552 61, 552 61, 552 0 0 
Regular pa } of 52 weeks 248 248 248 0 0 
lotal civilian, departmental a 61, 800 61, 800 61, 800 0 0 
Total, personal services ~ 2, 145,716 | 2,145,716 | 2, 129, 194 2 | 
Travel 199, 993 199, 993 239, 231 
rransportation 1, 000 1, 000 1, 000 ( 0 
Communicatior rvice 2, 000 2 000 2, 000 0 0 











Rents and uti ces 3, 000 3, 000 3, 000 0 0 
Printing and r luction 3, 000 3, 000 3, 000 0 0 
Other contractual service 6, 000 6, 000 3 000 —3, 000 3, 000 
Supplies and materials 228, 426 228, 426 208, 710 | —19, 716 | —19, 716 
Equ ut - 10, 000 10, 000 10, 000 | 0 | 0 
Ta i assessment 865 86. 865 | 0 | 0 

Total appropriation or estimat wa 2, 600, 000 2, 600, 000 2, 600, 000 | 0 | v 
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Summary comparison of Reserve personnel 


2a i 4 
AD priation AV Aver Aver 
act Cos ‘ Cc + ( 
num m- 
r ber 
—————————— at 
RESERVE TRAININ( 
tary (administrative 
Commissioned officers... ; $224, 249 8 $444, 480 8 444, 480 
Enlisted men......-. 44.1 166, 677 52.8 207, 800 52.8 07, 800 
Subtotal, military ai 90, Y2¢ 12. ( f Sf 2 f 80 
lian (administrative Departmental 
3 ed. eecce 12 9 219 0 f | 7 800 
ne 
Cor i ye office f IR) 134 805 66 494 6 479 4 252 
I ted mer 2.707 493, 200 3, 422 1, 007, 0: 4)4 0 RH2 
Subtotal, trainees........ ears 3, 087 828,005 |4, 084 1, 431, 637 (3, 383 1,415, 114 
J Reser trainir personal 
| pe iin 1, 258, 150 2, 145, 717 2, 129, 194 


Mr. CanrFrietp. I note that the admiral in his statement to the 
committee at the beginning of the hearings devoted considerable 
attention to this item. 
iAdmiral, will you elaborate a little on the presentation already 
made? 

NO INCREASE IN PROGRAM 


Admiral RrcumMonp. With respect to Reserve training, sir, the 
amount contemplated here would carry forward the program in scope 
approximately the same as it is being conducted this year. I say 
that for this reason: There was some buildup in fiscal year 1953 and 
theoretically that would mean that for 1954 we would have to reduce, 
because in 1953 you are on a buildup and come out with a terminal 
figure, that you could not maintain as an average in 1954. However, 
as a practical matter I anticipate that to all intents and purposes, for 
the benefit of this committee, that would amount to about the same as 
for 1954. For another reason; as we have progressed with the pro- 
gram we have found that the actual costs of training have not run as 
high as we anticipated in the presentation of 1953. Now, that, of 
course, could mean that you would not spend as much, or it could 
mean that you could train more people. 

Since in effect we have never considered that the figures that we 
have given the committee are a limitation or a ceiling, but simply 
our best estimate of the number we could train, and since that number 
is far under what our mobilization requirement is, which is, after all, 
the necessity for the Reserve, we felt that it was the intent of Congress 
to spend the money to attain the objective as economically as possible 
but still to get the maximum number in training 

So far as the actual accomplishments this year are concerned—the 
accomplishment of the Reserve program and not necessarily for this 
year—what we have attained is more to the point. That is this: 
Heretofore when we appeared before this committee we have always 
talked in terms of Reserve programs and what we would do with the 
money so far as training numbers of people is concerned. Well, 
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training does not mean much unless you actually look at what you 
have accomplished. 


MAKEUP OF THE COAST GUARD RESERVE 


Now, we have to consider what the Coast Guard Reserve consists of. 

Today in the Coast Guard we have set up a total of 57 organized 
units for port security. Now, those are organizations in various ports 
around the country of officers and men who have been gotten together 
and trained with the idea that in the event of an emergency they 
could fall in right alongside of the regular Coast Guard forces and be 
a facility to help in the protection of the port. 

In those various 57 organizations we have a total of 379 officers and 
3,908 men, or roughly 4,000 men. 

In addition to that, we have 19 organized units known as Ortuags. 
They are vessel-augmentation units. They are smaller units, with 
the idea that here you would have a unit which could step aboard a 
ship and be assimilated into the complement of a regular Coast Guard 
cutter and help it reach its wartime complement. 

Therefore, you can see in the organized units we have about 500 
officers and about 4,400 men today who have been trained in varying 
degrees. 

Now, as a part of that training in addition to their weekly drills 
they have a majority of men—particularly the port-security men— 
who have attended or gone to Ellis Island on the east coast and Ala- 
meda on the west coast and worked with the port-security forces, now 
carrying on peacetime port security. In other words, they have 
obtained actual experience from 2 weeks’ active-duty training. 

I should like to go off the record just a minute. 

(Discussion off the record.) 


EFFECT OF THE UNIVERSAL MILITARY TRAINING AND SERVICE ACT ON 
THE RESERVE PROGRAM 


Admiral Ricumonp. There is one other item I might mention in 
connection with the Reserve program, which I think this committee 
will be interested in. This is something which I think ought to be 
considered. 

As a result of the Universal Military Training and Service Act, as 
amended, any young man going in the service today—lI am talking 
about the regular service now—and since June 19, 1951, is obligated 
for 8 years of service. Now, I do not want to give the committee the 
idea that that is continuous service. It is broken up. He can do so 
much active duty service and then so much in the Ready Reserve 
and then so much in the Standby. 

As a practical matter, that is going to affect our Reserve problem 
this way: To begin with, we have at the present time in the Reserve 
3,525 officers and 12,178 men. Now, just giving you those figures in 
that w ay you can say, “Well, you have a fine Reserve standing by.’ 
Actually, 6,531 of those are unassigned volinteer reserves. "Those 
are men who are valuable, yes, but they are 90 percent men—actually 
94 percent—who have completed 3 years of service in the Coast 
Guard and, faced with an extension of 9 months to a year on active 
duty, elected to joint the Coast Guard Reserve rather than to serve 
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their additional time. Therefore, to some extent they are merely a 
paper list. 

Now, how will that affect us in the future? It will affect us in the 
future in this way: It may well be as a result of this that the Coast 
Guard Reserve may be built up rather rapidly, and if there are any 
teeth put in the Selective Service Act or the Military Training Act to 
make this Ready Reserve Service compulsory we may be faced with 
giving some of these people who have had 3 years of active duty service 
training time in order that they can meet certain requirements 

That is a problem which we have not resolved yet, because, frankly, 
the other services have not resolved it. We are a part of the whole 
program. It was that one particular phase which the Commandant 
referred to in his statement when he said we have not analyzed all the 
effects of the act affecting the Reserve. 

For example, we have in the next year a group of men being dis- 
charged. Some of them will reenlist, of course, but the majority of 
them will probably take their discharges. If those men complete 3 
years of service they will have no obligation to the Government. But 
if they are cut short in their service by as much as 1 day they are faced 
with 5 years of obligated service because of the peculiarities of the act. 
Anybody who enlisted in the Coast Guard between September 28, 
1950, and June 19, 1951, is obligated for 5 vears of Reserve service 
unless he completes 3 years on active duty. 

(Discussion off the record.) 

Mr. Gary. Do you get any military personnel at all from the 
Selective Service? 

Admiral RicumMonp. No, sir. All volunteers 

Mr. Canrre._p. Admiral, is it true that you plan to provide a more 
complete course of training under your 1954 appropriation for a 
smaller number of men? 

Admiral Ricumonp. Well, as I said before, sir, since these estimates 
were made up it now appears that our training costs are not running 
as high as we estimated. Probably some types of training are not 
costing as much per man. ‘Therefore, 1 would hope that we might in 
1954, given this amount of money, carry forward the number of people 
already aboard. 

TYPES OF RESERV! 


Mr. Canrretp. I have one last question. Will you now in the 
record clarify a little more these three categories of Reserve; the 
Ready Reserve, the Standby Keserve and the Retired Reserve; and 
then will you say a word or two about the Coast Guard Auxiliary 

Admiral Ricumonp. Well, under the law now the entire Reserve 
of the United States, the civilian components, as it is referred to, is 
classified as a Ready Reserve or Standby. There are a number of 
variations in this program, but essentially what it amounts to is that 
the requirement for anyone in the Reserve is that he be a member of 
the Ready Reserve for a certain period of time and then if eligible, he 
can go into the Standby Reserve. 

The main distinction is that as a member of the Standby Reserve 
he cannot be called up except when Congress acts, whereas as a mem- 
ber of the Ready Reserve, as such, he is subject to call in the event 
the President acts in an emergency. 
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Also, I might make this statement: Generally it is contemplated 
that those people in the Ready Reserve are members of organized 
units, although the two are not necessarily svnonymous. In other 
words, you could be a member of the Ready Reserve without neces- 
sarily being a cieeaibes of the so-called organized unit. 

So far as the Retired Reserve is concerned, aan are people retired 
Incidentally, with respect to the Coast Guard it is a relatively few. 


Those are people who have built up enough sidiiabhe service and 
ire placed on the retired list. 


COAST GUARD AUXILIARY 


With regard to the Coast Guard Auxiliary, that is an organization 
of small-boat owners. I think I could say they are principally 
yachtsmen, although not necessarily so. They have joined together 
under the leadership of the Coast Guard. They run themselves. 
They have their own officers, with the Coast Guard merely giving 
them directive force. That is for the purpose of two things. ‘First, 
they act as an auxiliary to the Coast Guard in the event we need 
additional vessels. They would place them at our disposal. Probably 
more important is to promote safety in small-boat operations through 
the general education of small-boat owners as to Coast Guard require- 
ments, and also just general prudential rules for the operation of boats. 

Mr. Canrietp. They receive po pay? 

Admiral RicumMonp. They receive no pay. It is purely a voluntary 
proposition. 

The only expenses incident to the running of the auxiliary: program 
are the salaries that go to the Coast Guard officers whom we class as 
auxiliary directors. Even some of those are part-time. It is a part- 
time job along with other jobs. And there are occasional conferences 
of the directing auxiliary membets, where they get a per diem allow- 
ance for the day. 

Mr. Canrieitp. Mr. Gary? 

Mr. Gary. Off the record. 

(Discussion off the record.) 

Admiral Ricumonp. I might mention one other thing which will 
cause a problem unless we can get it resolved as to the Reserves. 


OBLIGATION LIMITATION 


This committee has no part of this problem, except that it is a 
problem which I think you should understand. As you know, we 
have, like every other agency, received a directive from the Bureau 
of the Budget with respect to obligations for the balance of this year. 
One important thing involved in this is, of course, that we cannot 
exceed the spending, over the base of the January obligation rate. 
In theorv that is fine, except that with a seasonal program of the 
nature of the Reserve program it will mean that unless we can get an 
exception i that, the program is going to be set back for this reason: 
Naturally, January is the period when these people will skip the 
most drills. After all, what you pay them is based on the number of 
drills they attend. Therefore, our January obligations are probably 
at the lowest rate. Maybe December might be a little bit lower. 

Furthermore, in January there is very little 2-weeks active-duty 
training. Now, as a matter of fact, we did not interpret that— 











471 


maybe we were wrong—to mean monthly. We did not interpret it 
to say that monthly we could not exceed the January obligations, 
but we did interpret it that we could not exceed them on an average 
basis. 

As a practical matter, we did not get the order until late in Feb- 
ruary, so in February we had already exceeded the January rate of 
obligations. In March we know that we are already over, because 
we have not, frankly, taken effective steps to stop training. In other 
words, we did not want to say, ‘‘Have no more reserve training.” 

Unless we can get an exception in the near future it will mean that 
for April, May, and June we are practically going to have to stop all 
training, and definitely have no active-duty training of 2 weeks at 
Ellis Island or places like that. To that extent, whatever decision 
is made on this will affect my remarks with respect to the training 
that is being conducted and will be conducted. 

We have asked for an exception; I would like to make that point, 
sir. It is being discussed. As I say, we went right forward as soon 
as we realized the implications. We have asked for an exception 
It is under consideration and | am optimistic that we probably will 
get an exception. 

The difficulty is trying to take and lock a seasonal program to an 
obligation which is at the low level 


EDUCATION OF MINOR DEPENDENTS 


Mr. Canrietp. Admiral, there is one other item having to do with 
the matter of payment for the education of minor dependents of 
Coast Guard personnel outside of the continental limits of the United 
States and Territories. Mr. Gary says that he has vom into this 
situation, and I have, too: notably, in the case of the Canal Zone 
where Captain McLean had to pay a consider: tble sum of money for 
the education of his children. Those funds were not reimbursed 
Will you tell us what the picture is insofar as the Coast Guard is 
concerned? 

Admiral RicumMonp. Yes, sir. The Coast Guard has no authority 
to spend appropriated money for the education of dependents in the 
places that you have indicated. We have been aware of this problem 
for a number of years. It first arose principally in San Juan, wher 
there were service schools and where the public schools, as such, were 
not adequate for our personnel because they are Spanish-speaking, 
and we could not send our dependent personnel there. 

Now, the authority for the other services to do this is hazy to me, 
but generally they have handled it by getting authority in thei 
Appropriation Acts which, in effect, authorized the Secretary of the 
particular department to spend not to exceed so much per pupil for 
the running of service schools. Whenever the Coast Guard personne! 
entered those schools then, they immediately wanted the Coast 
Guard to put up a comparable amount. 

Three or four vears ago we attempted to get affirmative legislation 
for the Coast Guard, cpr legislation for the Coast Guard, 
which would permit us to spend appropriated funds. We did not 
approach it through * ‘epeabnrintion language, because, working 
with this committee, every effort we have made has been to simplify 
our Appropriation Act and to get out of the appropriation language 
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any references which might be subject to a point of order. In other 
words, we wanted to reduce the language to what it should be, simply 
appropriation language 

However, we have been unsuccessful in our attempts to get sub- 
stantive legislation for the reason that the Bureau of the Budget has 
told us repeatedly that there are a number of bills under consideration 
and they feel that they should not approach it on a piecemeal proposi- 
tion for the Coast Guard and that they ought to approach it and get a 
formula, if you want to call it that, with a view of working it out for 
all of the services on the same basis. 

In the meantime, however, the other services are going ahead 
educating children outside the limits of the United States, and the 
problem still persists for us. 

We have tried for our own personnel to alleviate the situation where 
we could out of nonappropriated funds, but generally it has been a 
very difficult problem, and, of course, it is very hard to explain to an 
officer who is out in the field, who sees an officer of a brother service 
or another service getting certain things. He cannot understand why 
we cannot give him equal treatment. 

I might say that Captain Wev on the Courier has written in about the 
same problem, and we have it from Guam and we have it from every 
place. 

Mr. Gary. Getting medical services for their families is an allied 
problem, is it not? 

Admiral Ricumonp. It is somewhat the same; yes, sir. ‘The reasons 
that we are not under it are a little different. Essentially it is the 
same thing. They are getting treatment we are not getting. 

Mr. Canrre.p. Then, Admiral, it is our understanding that the 
Bureau of the Budget is currently making a study of this overall 
problem? 

Admiral Ricumonp. I talked to somebody within the last 3 weeks 
on that, and they were currently making it; and they were currently 
making it 3 vears ago, sir. 

Mr. Canriretp. Well, I think it behooves this committee to make 
a current inquiry of the Bureau of the Budget. With the concurrence 
of the committee I shall see that that is done. 

Are there any questions? 

Mr. PassmMan. Off the record. 

(Discussion off the record.) 

Mr. PassMan. That is all. 

Mr. Canrretp. Admiral, are there any other problems you feel you 
should discuss with the committee at this time? 

Admiral RichmMonp. The committee mentioned the Courier this 
morning. 

Mr. CanFietp. Yes. 


Tuer Voice or AMERICA SHIP 


Admiral Ricamonp. I might mention that. You might be inter- 
ested, because the Courier has now been on station, and I happen to be 
pretty familiar with that, because I was recently called before the 
Senate committee on the question of the Courier. 
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The Courier, as you know, was put in commission a year ago 
February 1952, I believe. She was down here in the spring. She 
went on a Caribbean shakedown cruise and also on an experimental 
test. 

Mr. Gary. That is the Voice of America ship? 

Admiral Ricumonp. That is the Voice of America ship. She left 
last July for the Mediterranean, and arrived at her station in Rhodes 
about the 22d of August. She has been in operation since that time 
constantly. Up to November she operated alongside of a dock in 
Rhodes, using the balloon antenna, and apparently had been very 
successful, or fairly successful. That is relative. I cannot judge 
how successful she was. 


LISTENER REACTION 


As a result of some queries, I asked them the other day by dispatch 
what the listener reaction had been. Although they do not get it on 
the ship, except in rare instances, they have gotten listener reaction 
from Sweden, Germany, and practically every European country, the 
Middle East and as far away as New Zealand and Australia. Of 
course they have gotten nothing from the lron Curtain countries 
because I gather the people in the Iron Curtain countries do not write 
laudatory remarks about the Voice of America. 

Then after November, because of the stormy season, she has been 
under way about 50 or 60 percent of the time since that time; that is, 
away from the dock. They lost two balloons as a result of the violent 
electric storms prevalent at that time of the year, and she has been 
operated with her flattop antenna since, or was operating with her 
flattop antenna from the latter part of November through the Ist of 
February. Of course, obviously, that would cut down her effective- 
ness in signal dissemination. But as of around the 1st of February 
they have gone back to the balloon operation again, which presumably 
is fairly effective. 

I think that we can say that from our standpoint the operation 
has been successful. There have been no complaints from the State 
Department. I think we are doing it as economically as it could 
be done. 

NUMBER OF PERSONNEL ABOARD 


Mr. CanrieLp. How many officers and men are aboard? 

Admiral Ricumonp. Counting the doctor and the warrant officer 
there are 10 officers and they recently got an increase of personnel 
because of the change there. They went to 87 enlisted men, but I 
think there are only about 81 men aboard. 


REIMBURSEMENT 


Mr. CanFigeLp. You are reimbursed by the State Department? 

Admiral Ricumonp. For the entire cost of the operation. The 
State Department made an advance of the cost of $765,000 for the 
year’s operation, and based on our accounting system we released 
back to them within the last month, $265,000. 
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COMPLAINTS RECEIVED 


Mr. Canrie.p. According to the press there was a complaint that 
the structure of the ship was not adapted to the radio facilities, as I 
recall it; and there was also a complaint about the cost of the lost 
balloons. Can you tell us briefly about that? 


Admiral Ricumonp. May I say something off the record? 
Mr. CanrFieELp. Yes. 


(Discussion off the record.) 


COST 





OF 





LOST 





BALLOONS 


Admiral RicuMonp. With respect to the balloons, they have lost or 
had destroyed 3 balloons. Since we promoted 5 balloons from the 
Navy at no cost, there was no dollar loss. In ion words, they were 
surplus balloons. Since none of the 3 balloons that were furnished by 
the State Department have vet been used, it is a little difficult to see 
where there has been any dollar loss to the Government, other than 

the loss of the 3 surplus balloons. 

Mr. Canrietp. May I ask you there: What is the cost of one of 
those balloons? 

Admiral RichmMonp. About $18,000 apiece, sir. Ones which were 
lost were barrage balloons left over from the war. Of course, when all 
of the balloons are gone they are going to have to replace them. To 
that extent it is a loss. 

I do not want to give the committee the idea that there was no loss, 
but the loss of the balloons was overemphasized, in my opinion. 
COST 


OF CONVERSION 


True, they discussed the cost of conversion. I am not in a position, 
nor do I think anybody in the Coast Guard is in a position, to com- 
ment too directly on the cost of conversion. That was arrived at by 
the State Department and handled by them. We did not take posses- 
sion of the vessel until the day she was placed in commission up there 

I told the committee, and I think this is a true statement, that I 
think as a result of the joint efforts of the Coast Guard, the yard that 
did the work, the IBD and the design agents themselves that savings 
in the conversion were effected, because the original plans that had 
been presented were altered. It is just a matter of common sense. 

For example, the design agents had done this: They had taken this 
ship and they had first laid the ship out with the idea that it was going 
to be manned by a merchant crew. Now, there are certain standards 
which a merchant crew must have, which you do not have to have for 
a military crew, such as the stateroom facilities and so forth. 

Furthermore, they had planned originally that the broadcasting 
equipment itself would be manned by the IBD personnel. That was 
the original agreement that we entered into with the State Depart- 
ment, that they would do that. We would provide the power to the 
broadcasting equipment and they would take up there. 

Later we agreed that we would put the technicians aboard to man 
the broadcasting equipment; I mean by that the electronics phase. I 
am not talking about the program. I do not want to get involved 
in that, sir. 
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Thereby it cut down the staterooms for the highly technical State 
Department personnel who would otherwise have been aboard. Origi- 
nally they planned to take 15 to 20 State Department people on there, 
and they are now operating with 3. So you save, in effect, 17 state- 
rooms, or, if you double up, a few less 

But the really big change came en that the ship was not altered 


materially in the overall. Originally it was a cargo vessel with the 
deckhouse aft. They were going to tear ‘ofl the deckhouse and move it 
forward and put the bailoon platform aft. After discussing that at 


the yard the question was raised, “‘Why move the deckhouse? Why 
not let the deckhouse stay where it is and put the balloon platform 
amidships?” 

That did two things. First, vou avoided the costly moving of tl 
deckhouse and the replacing of it with a new deckhouse forward, plus 

1e fact that since your broadcasting room is now right underneath the 
balloon platform you avoid running the high-powered transmission 
lines through your ship, which is some saving. 

I think as a result there were material savings made in the overhaul 
of the Courier. The commanding officer at that time estimated that 
the savings ran as much as $1.2 million. 

Mr. Canrretp. Does the Courier come to home ports? 

Admiral RicumMonp. Well, you see, sir, she has only been out since 
last July. That is an answer which only the future can tell. 

Mr. Canrieip. Of course, the decision to have the Voice of America 
on this vessel was a State Department decision? 

Admiral RicumMonp. Entirely. 

Mr. Canrie.tp. And the Coast Guard was merely carrying out a 
mission imposed on it by the State Department? 
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Admiral RicumMonp. The plan was evolved by the State Depart- 
ment. They came to us and indicated that they had been to the 
Navy and had been to the Maritime Commission and they knew what 
type of a ship they could get, but that the Navy did not want to man 
the ship because of potential international complications, and had 
suggested that maybe we would consider it. 

We told them that in accordance with our statutory authority of 
cooperation with other agencies that if their request were reduced to 
writing, to a specific request from the Secretary of State to the Secre- 
tary of the Treasury for our cooperation, we would consider it. We 
did not give them an answer as to whether we could do it or not. 

That was subject to three conditions which we knew ahead of time. 
One was that first that they would pay all of the costs of operation 
and do it by an advance. In other words, we did not want to get 
the money at the end of the year. We had to have the money in 
advance. 

Secondly, the vessel would be transferred in title to the Coast 
Guard. We are perfectly willing to give it back at any time they 
want it, but this was only because it was necessary to do so in order 
to make it a public vessel, so that our officers can man it. 

Third, that a satisfactory agreement be reached between the State 
Department people and ourselves as to the management and the 
operation of the vessel, in a clearly defined document setting forth 
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the areas of responsibility—what each was to be responsible for and 
what each was to do. 


All of those conditions were met, sir. 

Mr. Canrreip. The Courier was not originally a Coast Guard 
vessel? 

Admiral Ricumonp. No, sir; she was a small cargo vessel built by 
the War Shipping Administration or Maritime Commission. 

Mr. Gary. Off the record. 

(Discussion off the record.) 

Mr. Canrievp. Are there any other questions? 

Mr. Passman. Off the record. 

(Discussion off the record.) 

Mr. Canrretp. Admiral O’Neill and Admiral Richmond, this has 
been a very good and productive hearing, and we are very grateful 
to you. 

Admiral O’Neru. We thank you, Mr. Chairman and members of 
your committee, for your kind consideration and interest. 
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Average Average Averag 
Average | amount | AVer@fe | amount | Average 
positions 


é 10 
positions positions Amount 


















: } | | 
1. Search, rescue, and law enforce- | 
t $91, 909, 066 $5, 464, 000 _...| $86, 445, 066 
2. Operation of aids to navigatior 54, 064, 366 2, 459, 000 ore ae 51, 605, 366 
3. Operation of ocean stations for 
orological and othe ery | 
‘ 33, 780, 541 2. 267, 000 5 31, 513, 541 
. Port security 20, 246, 027 1, 560, 000 18, 686, 027 










Tot 
Total, civilian. --. 3, 202 200, 000, 000 11, 750, 000 3, 202 | 188, 250, 000 








il, military 34, 836 1, 159 33, 677 











EXPLANATION 





OF REDUCTIONS 







rhe reduction of $11,750,000 is based on a reduction-in military personnel and 
the costs related thereto, reduction in operations through a reduction in expendi- 
tures for fuel, a reduction in the general maintenance of facilities, and reduction in 
administrative and supporting programs. 

Travel of personnel can be reduced by varying the military personnel rotation 
program and limiting administrative travel. Savings in dependent’s allowances 
are expected to accrue on the basis of current experience, and cost of general mess 
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ind rations is expected to be below previous estimates. Reduction in personnel can 
be effected by decreasing the military readiness expansion of complements on 
operating units, decreasing the port-security program and a general reduction of 





urd personnel assigned to search and rescue activities. Savings in fuel costs will have 
to be effected by reduction in search and rescue patrol activities and in reduction 
of all operations for training. 
by 
Analysis of reductions recommended in 1954 budget estimates, by object classification 
(direct obligations only) 
1954 original 1954 revised 
Object classification printed Reductions budget 
} ‘ 
Personal services 
as Civilian 
ul Departmental 
Net permanent $3. 305, R04 $3 305 204 
Temporary employees 4, OOK + (MK 
Regular pay in excess of 52 week 12, 787 12. 78 
( ‘ 2 2, 787 
of Payment above basic rates 10. 000 ' 0 
Subtotal, departmental |, 332, 681 139 GR] 
Field 
Net permanent 9, 001, 097 » 001.09 
Temporary employs 156, 865 1o6, S 
Regular pay in excess of 52 weeks 19, 12 19 
Payment above basic rates 258, 12. 8, 12 
Subtotal, field 9, 735, 212 ) 2 
Total civilian 13, 067, 893 13. 067. 80 
Military 107, 996, 461 $4, 447, 297 
Total, personal s ices 121, 064, 354 4, 447, 297 116, 61 
rravel 4, 700, 000 645. 494 4 254 ‘ 
Transportation 3, 100, 00 293, 836 2 gi 
- Communicatior rvi 756, 200 y 
and utility ervict 1, 391, 103 l 
i repr tuction 13, 000 418. 151 
Other contractual vice 19, 727, 634 1, 64 & 08 
upplic nd Materials 4, 1 d48 454, 4 
EK juipment 11, 696, 991 1, 21 37 481, 454 
Lands and structures 250, 000 9 ) 
Pensions, annuities, and insurar claims 2, 419, OK 9 4] 
Refunds, awards, and indemnities \ { (i 
axes and assessments pitas ‘ 26, 000 9 
Subtotal 4 . A 200, 047, 730 | —11, 750, 000 188, 29 : 
Deduct for subsistence and quarters 47, 730 { ) 
Total appropriation or estimate , 200, 000, 000 11, 750, 000 188. 250. 000 


Mr. CanrieLp. We have reached the appropriation title “Operat- 
ing expenses, Coast Guard.” ‘The so-called Truman budget called 
for an amount of $200 million, with 34,836 military and 3,202 average 
civilian positions. ‘The revised estimate calls for an appropriation of 
$188,250,000, with 33,677 military and 3,202 civilian positions, an 
overall reduction of $11,750,000 and 1,159 military personnel. 


CTION TAKEN BY THE SECRETARY 


At this point I would like to read again a on of Secretary 
Humphrey’s letter sent to us under date of April 15, 1953, when, in 
commenting on the Coast Guard cuts, he said: 

I wish to add a final comment relating to the Coast Guard. As was brought o 
in my testimony and that of Assistant Secretary Rose before the Senate subcor 
mittee, certain of the reductions from the Truman budget resulted from the f 
that we in the Treasury have adopte d the principle that activities engaged in | 
the Coast Guard solely for the enefit of the Defense Depart ment should |} 
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included in the budget of that Department to the extent it desires them. to: be 
carried on. Furthermore, the state of military readiness permitted by the Coast 
Guard appropriation which we are requesting will have to be agreed upon with 


the Navy We do not presently anticipate any difficulty in these respects, but if 
decisions were reached contrary to the principles and assumptions upon which 
{ portion of the Coast Guard budget was prepared, they might create a situa- 
tion which would require resubmission to vou 





REDUCTIONS 


Proposep UNpER ReEvisep BuDGET 


Admiral, you are prepared at this time to discuss the revised 
estimates? 

Admiral Ricumonp. Yes, sir. 

Mr. Canrietp. Will you be good enough to proceed. 

Admiral Ricumonp. Mr. Chairman, I would like to furnish each 
member of the committee with some notes that I made up this 
morning and I would like to discuss the OK money first. 

The figures on the first page represent a reevaluation of how we 
will apportion the cut of $11,750,000 across the various subheads that 
70 to make up *( yperating expenses.” 

I will tell the committee right now that there will be some varia- 
tions between these figures and the figures that appear on the green 
sheets, because at the time we made those up, we had first approached 
this on an arbitrary basis. For example, we had made a cut of 10 
percent in fuel and power on subhead 26, which would have been 
fuel and power on subhead 26, which would have been $830,000. A 
reevaluation of the operating program of the Coast Guard for 1954 
showed that we could not take a cut of $830,000 in fuel and power, 
so that has been reduced to $350,000. 

3, “Structure and buoy maintenance,” and 45, “Vessel mainte- 
nance’’—-those reductions are purely arbitrary. In other words, we 
cannot foresee the specifle repairs that will be required. The only 
way we can effectuate those cuts is first to practice every economy 
possible and take every measure to hold this flgure as low as possible 
but, as a practical matter, it could well be that in vessel maintenance 
we may have to spend more than the $16,451,000 that we have left. 

For example, if a vessel breaks down and the repairs are more than 
we had anticipated still the vessel must be repaired, It is obvious 
that this will entail some deferred maintenance. Similarly in aircraft 
maintenance 

With those general remarks about the subheads, I will turn now 
to O] 


By the same token, you gentlemen understand that such subheads 
1 


iL 


“Nlilitary personnel costs”? because, after all, in a program like 
the Coast Guard, where we do not budget dollarwise—that is, you 
do not give us the money for specifle appropriations or specifle activi- 

es—-with the understanding of this committee, we operate a general 
program and apportion the personnel and the dollars across the board. 
So in the final analysis it comes down to this, What is the effect on 
the Coast Guard of the reduction in personnel? 








EFFECT OF REDUCTION ON MILITARY “PERSONNEL 








| have prepared a couple of charts and before I go any further I 
would like to show the committee what the effect will be on personnel. 

At the outset I might say that in addition to the personnel, the 
military personnel—well, I am speaking only of them at this time— 
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ho are paid for from operating expenses, we have an average of about 
{0 enlisted men who are paid from other appropriations 

For example, you are familiar with the Voice of America. The 
state Department pays for the personnel in that. So I have drawn 
| this chart a solid line which represents the overall personnel. But 
is far as the appropriation that we are now discussing, We are discussing 
he dotted line on this chart. 

On here I have shown, starting with the Ist of April or the 31st of 
\larch, what we had proposed to do under the original request on 


vhich we appeared before this committee. At the start of the year 
ve have 30,893 men, for an average employment of 30,23 But we 
finish the vear with 30,030 men. Asa result of this reduction we have 
stopped enlisting. So we start here at the same point, because this 
indicating] is the number on board, so that on the Ist of July, as 


early as we can anticipate, we will have 30,359 men paid out of OF 
money and we go down to a low here [indicating] of about 28,415 
men, and come out at the end of the year with about 29,087 men, or 

average of 29,155 men, or a reduction in average employment 
approximately of 1,100 men for the vear 

| might for a moment explain this dip in here. This reduction 
would probably have gone on a straight line, had it not been for the 
port-security program of 3 years ago. You will recall that in 1950 
got the port-security program and we took aboard in 3 months, 
from November to January, approximately 4,200 men 

The majority of those men’s enlistments will expire during that 
period. So the net result of that is shown here where we reach a 
low, which is not the same if we had not had the original request 


Wwe 


The situation is generally the same with officers. Again, the solid 
line represents the overall strength. The dotted line represents the 
officers paid from OE money. ‘There is a variation of 80 to 89 officers 


between those paid from OE money and those paid from all appro 
priations, including OK money. 

Again this [indicating] would have been the overall strength under 
the proposal and this peak at the end of the year comes when your 
craduating class comes out, before the Ist of July. Then attrition 
carries you down 

Similarly, during 1954, you come from this peak up here to a low 
of about 2,700 or a little less than 2,800 and back up to a peak of 
2,942, looking to an average employment of officers of 2,900 for 1955 

That, generally, is the result personnelwise. It is a little difficult 
unless you can bear with me for a couple of minutes to go through 
these figures, to give you the exact situation. 


REDUCTION OF MILITARY BILLETS 


| would like to refer you now to the first sheet, underneath. Ac 
tually, the Coast Guard has set up a certain number of billets, military 
billets. Those are the people we need to do the job. That comes to 
3,210 officers, 940 warrant officers, and 30,919 enlisted men. That is 
the total of all appropriations, OE and everything else 

As a practical matter, on the Ist of April, had we obtained this 
figure, we would have had about the right number of men to fill the 
billets that we were set up for. But actually in 1954, even under the 
original proposal, it would have been on an average employment of 

$17384—53— 31 
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about 500 men below that billet structure as now set up for the Coast 
Guard. 

We have to reconstruct a plan looking forward first to what will be 
the eventual operation of the Coast Guard down here and the effect 
during 1954. 


Carrving these lines out, we have used this base strength as the size 
upon which we would plan the operations of the Coast Guard billet- 
wise for 1955, which gives us a net reduction of 1,624 billets, enlisted 
billets, and 230 officer billets. The rest of the figures on that page are 
<en from these charts. 
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NUMBER OF MILITARY PERSONNEL UNDER THE PORT-SECURITY AND MILI- 


rARY READINESS PROGRAM 








If you will look on page 2, the Coast Guard has today two programs 


that have been added since, you might say, the size of the service was 
established as a resuli of the action of this committee in 1949. Those 
are the port-security and military-readiness programs. 

I have shown there the officers and warrant officers and enlisted 
men for both programs and I think the breakdown is self-explanatory. 

Out of the port-security program you allow 500 officers, 70 warrant 
officers, and 4,200 enlisted men, Underneath that I have shown the 
breakdown between the different activ ities. This is servicewide. 

On the military-readiness program, you will notice that that is 
broken down into the augmentation of the combat vessels, plus the 
6 WDE’s, for search and rescue centers, search and rescue augmenta- 
Lion, plus 24 planes and 7 eoordination centers as well as a certain 
number for support activities, including ineffectives. 

Again, we have broken down the combat-vessel category into major 
vessels and patrol vessels. 

Mr. Gary. May L ask a question right there? Why is it that in the 
port-security program, with 500 officers and 4,202 enlisted men you 
have 70 warrant officers, whereas in your military-readiness program, 
with 540 officers and 5,396 enlisted men, you have only 18 warrant 
officers? 

Admiral Ricumonp. We did not ask for them, sir. Of course, the 
military readiness was to build up the strength aboard the ships; to 
put additional equipment aboard and to man the ships. The warrant 
officers are not used there. The complements abroad ship warrant- 
officer-wise do not change materially. Therefore we had no need 
for the warrant officers for the military-readiness program that we 
had for the port-security program. We were creating new units in 
the port-security program. In the military-readiness program we 
were augmenting the units already in existence. The people we 
requested were those necessary to build up the complements to a 
portion of their wartime strength. In other words, the wartime 
complenent of an AVP, one of the larger vessels, does not necessarily 
double the number of warrant officers. 

\ir. Gary. These are additional men since that time? 

Admiral RicamMonp. That is right, sir. 

Mr. Gary. This sheet represents additional strength since 1950 
and 1951? 

Admiral Ricumonp. This is the strength that this committee 
approved for these programs. 
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Mr. Gary. Total strens — 

Admiral RicHmMonp. Yes, si 

Mr. Gary. Or additional ai ngth? 

Admiral RicumMonp. Additional strength for these programs 

Mr. Gary. In other words, you have more than 5,936 men in the 
military-readiness program, but these were the additional men tha 
were put into that program for 1951? 

Admiral Rr HMOND. | thin you could put it this way, that befor 
this program, the people we had aboard ship were barely enough 
man the ships operationally. There was very little military readi 
ness. As an example, take a 255-foot cutter If they had drills they 
would have to switch crews from one gun to another 

Mr. Gary. Then it is the regular strength; port-security strength 
and military-readiness strength? 

Admiral Ricumonp. That is correct, sir. Now, the third page 
shows the total reduction personnelwise ; that s overall how and 
not tied body wise to the cutback in OE money 


REDUCTION OF MILITARY PERSONNE! UNDER TH! PROGRAMS 
We estimate that we will take 115 ofhicers out ol the port-securlty 
program, 35 warrant officers and 826 enlisted men, giving us a balance 


of 385 officers, 35 warrant officers, and 3,376 enlisted men in the 
port-ss ‘urity program 

In the military-readiness program, we will reduce the militar 
indians personnel 3s 1] ffieers warrant officers, and 798 enlisted 
men, leaving us a balance of 425 offic ers, 13 warrant officers, and 4,598 
enlisted men 

| have not broken this down all the way through the service. I did 
not think the committee would want to take the time But if we 
applied this to New York, to give you an example of what it would 
do to New York—applving the total to the units of the third district, 
New York, it would mean that in New York they will lose a total of 225 
enlisted men, 5 warrant officers, and 17 officers, out of the por 


security units; and a total of 10 officers and 109 men from the com- 


4 1 
batant units in that district 

Knowing that this committe iad visited Ne York and wi 
familiar generally with the breakdown of port security there, I | 


tried to apply that overall reduction again, as shown on the last pag 
against specific units 
iummarizing that, in New York, for port security—and incidentally 


this is only enlisted men I did not break it down for officers Phe 
will follow along Spprenenes in the ratio of 1 to 10 

But there, we will go from 737 enlisted men presently assigned fo1 
port security work in Ne w York down to 592. 

In Philadelphia \ we will go from 312 down to 251. 

In some other units in the New York area we will go from 53 met 
down to 47 ‘| Hat same ven ral percentage would BODLV LO thr pol 
security program all over the country It may not be an exact per 
centage but, enerally speaking, the reduction will be about th me 


d lar as Oper tional units are concerned the Ww AVP whic! befor 
th military readiness build-up had 118 men aed but which now 
has a billet structure authorized of 168, will be reduced by 9 men t 
159 
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Phe 327-foot cutter which originally had 118 men and now bas an 
location of 164, will be reduced 9 men to 155 

The ice-breaker, Kast Wind, which originally operated with, 124 
men, before the military readmess build-up, will be reduced 17 men, 
to 174 

A tender which originally had 41, will be reduced 11. That was 
nereased under the military readiness program to 61 and the reduc- 
tion of the 11 will bring it down to 56 

Our reasoning for doing it this way Is this All of these units, as 
a result of the military readiness program, have additional equip- 
ment, combat equipment aboard It has been put aboard since this 
program was inaugurated. Some of that has been done by the Navy 
and some of it bas been done by the ( ‘oast Guard, dollarwise The 


removal of that equipment would be an expensive proposition. Fur- 
thermore, we feel that it would be a waste of the taxpavers’ money, 
so we have tried to minimize the effect on these particular units by 
applying the reductions in this manner 

Combatwise, a tender is not as valuable a ship asa WAVP. Sowe 
have applied more of a reduction to the tender so that what we have 
left aboard the tender is enough personnel to see that the military 
readiness equipment, such as guns, electronic equipment, and so 
forth, can be maintained and we will not have personnel aboard to 
carry on adequate training with that equipment, but we will leave 
enough personnel aboard to maintain the equipment. 

With the other vessels, the major combatant vessels, we hope that 
with this cut-down allowance we will be able not only to maintain 
the equipment but to conduct training and be in a position with the 
necessary personnel to carry on for a short period in the event that 
the vessel is attacked, although it would not be in a position to stand 
a complete battle watch or even what we call condition 2. 

Discussion off the record.) 

Admiral Ricumonp. There is one other thing I would like to 
mention and that is this: In any program of this nature, you always 
have a certain number of ineffectives, men who are in training, men 
who are in hospital, and so forth. In other words, this does not 
represent the people who are going to be aboard whip. You have got 
men in transit. .When you are on a level basis, you reduce that 
number of ineffectives. When you have got to recruit, the number 
of ineffectives increases. 

So, as a practical matter, if I had had a curve put on here, you might 
see the operational manning of the units and, practically speaking, it 
would come down something like this [indicating on chart]. But the 
operational manning of the units would not return at the same speed 
that you get the people aboard when you enlist them, because a man 
who has enlisted, has got to go through training which would probably 
be anywhe ‘re from 3 to 6 months before he becomes an effective. So 

1 practical matter, these figures that I have given are geared to the 
mia after you have re ‘duced your ineffectives and you are operating 
on a level basis. 

But practically, for the last half of 1954, we will not be able, aboard 
our units, to man or to have the personnel as indicated by these 
figures probably to the extent of another 5 percent. 

Let me put it this way. Let us _— New York. I have indicated 
that we are reducing the total number in New York from 737 enlisted 








183 


| would say that during the last 6 months of 1954, th 


short-term result will be that we will probably have between 450 to 


men to 592 


500 men with an eventual buildup to 592 as our people are trained and 
filtered back into the lines 


DISCUSSIONS WITH THI NAVY DEPARTMENT 


f 
J 


Mr. Canrietp. Admiral, are these cuts that you have 

of anv discussion with the N:¢ avy De partment at this time 
Admiral RicumMonp. They are, sir. And although the specifi 
neures aed I have viven the committee today have not been made 
ilable to the Navy, 8 mply because of the time element, the Na \ 
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the supiect 


be advised of evervthing that the committee has been told here 


that, in effect, military-readiness-wise and port-security-wise we 





looking forward to an overall reduction billet-wise of approxiunately 
a little less than 20 percent 

\1 r } 4 

\ir. CANFIELD The Secretary in his letter said that 
( i ( educt fro { | i ud esulited ft 
in the Treas have adopted the pri ple that ac iged ( 
( ird f he ‘ ( 1) Denar ‘ 

f Depart ( | i ‘ 
Are thes programs involved in that pieture 
I a 4 4 ‘ +] 
Admiral RicHMOND Both ol hem are to some extent \s I 


l 


Ommittee Knows and as we have told the committee, every program 


that the Coast Guard has has been worked out in coordination with 


| Coast ( has the basic stati onsibil to maint 
militar ( Che actual meres he military 1 ines 
program, however, was coordinated and worked out and repr 
the combined opinion concerning the re rements both of the 

1) partment ¢ cist the Vavy lide a Li wTa Vus 

reset} } tt 1 Wi i port sec { 

Mr. CaNFIBLI t was also stated by the Secreta that 

If decis ! eached rary to the pr s and pti | 
“ | sp the Coast ird budge vas prepare ha gr re i 

tio? | re l re Mission to ve 

OT course that is a matter that will have to be take up later 

Admiral Rt HMOND In othe r words thre Nay vill have to b 
appraised of the effect of the application of this reduction in billets to 
the military-readiness program and they would have to state thei 


opinion as to the effect on the overall military readmess of the Coast 
Guard and its ability to serve with the Navy in the event of an all-out 
emergenc\ 

Mr. Canrie_p. Are the Coast Guard loran operations and other 
foreign activities included in this? 

Admiral Rrcumonp. All activities are included. 

Mr. Canrretp. Admiral, we know of your distinguished background 
in the Coast Guard and we know of what I like to call your dedication 
to your assignment. Do you believe that you can carry out properly 
the essential functions of the Coast Guard as prescribed by law under 
these cuts? 

Admiral Ricumonp. With the understanding on the part of the 
committee that these programs which the committee approved back 
in 1950 are being reduced in scope, the answer is “‘Yes,”’ sir 
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I would like the committee to fully understand that they are not 
getting the same program that was originally presented to this com- 
mittee. In other words, when we came before this committée for 
the port security program, the Commandant testified that the per- 
sonnel authorized would give us a limited port security program. As 
a result of these reductions that program will be limited further. 

Also at the time we appeared with the military readiness program, 
we indicated that it was deemed advisable to increase the manning of 
the combatant vessels of the Coast Guard from their then strength 
to approximately 77 percent of the wartime complements. That was 
the original figure. 

Since that time, as a result of some of the reductions, plus this, we 
will not be manning the vessels to 77 percent of the wartime comple- 
ments. Probably it will approximate 60 to 65 percent. The way we 
are doing it, | cannot give you an exact percentage, because we are 
applying a higher percentage to the smaller vessels than we are to the 
larger vessels 

Mr. CANFIELD. I assume, therefore, that after your discussions with 
the Navy, if you feel these programs are endangered, we will be hearing 
from you again 


Admiral RicHMoNpD. Yes, sir. 


PERCENTAGE REDUCTIONS IN FUNDS AND 





PERSONNEL 





Mr. Canrretp. Admiral, have you worked out percentagewise the 
money cut and the personnel cut under this title? 

Admiral Ricumonp. Under ‘Operating expenses’’? 

Mr. Canrretp. Yes 

Admiral RicumMonp. The overall dollar cut, of course, is 6 percent, 
a little less than 6 percent. The exact percentage is 5.9 percent 
May I put the personnel figures in the record, Mr. Chairman? 

Mr. CanFrevp. Yes. 

Admiral RicumMonp. The reduction will necessitate an overall 
decrease in military personnel of approximately 3.7 percent. 
Mr. Canrietp. Mr. Gary 








EFFECT OF REDUCTION ON 





RECRUITING 








Mr. Gary. Admiral, what effect will this reduction have on 
recrutiting? 

Admiral RicumMonp. We will be able during 1954 to do some re- 
cruiting. I cannot give you the exact number offhand, but due to 
this large loss of men, we feel that probably out of the original enlist- 
ments not more than 20 percent will reenlist. So we took aboard, 
just for the port security program, 4,200 men. Those men will have 
to be replaced. 

We have two sources of replacement. You will recall when I 
appeared before the committee before that I mentioned one source of 
replacement was from the Reserve program. That is, these young 
boys after they become 18 are subject to the draft and want to be 
called to active duty. That will partially fill the need. But we hope 
we will be able to enlist on the average of about 100 to 150 per month 
to take care of administrative losses. But it will not be a steady 
enlistment. 
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Mr. Gary. What has been your experience in recruiting in the 
ast year or two? 

Admiral RicoMonp. Do you mean as far as getting the men is 
concerned? 

Mr. Gary. Yes. 

Admiral RicumMonpb. Or the numbers 

Mr. Gary. Both. 

Admiral RicumMonp. We have had no trouble in getting the men, 
because our quota has been very small. Had I carried this line back 
out here [indicating on chart], we would have been fluctuating up and 
down over the average line and usually the quotas are filled, you have 
a waiting list. 

Mr. Gary. That is what I wanted te know. Do you have a 
W alting list? 

Admiral RicumMonp. Yes, sil 

Mr. Gary. You have men now who want to get into the Coast 
Guard? 

Admiral RicumMonp. We do, particularly right now, because we 
have stopped all enlistments. The reason we did that was this. 
This is surprising. Had we carried this out for the balance of this 
vear as originally planned, starting here, even those few men not only 
affect this somewhat [indicating on chart] but they affect your ter- 
minal figure. 

We originally planned this thing on the basis of trying to pick up 
about 100 men a month but, to overcome this low point, we laid out 
our plan, our overal! plan on the basis of trying to meet this point 
here and come out with a terminal figure close to the average. 

To give you an example, 100 a month would be about 1,000 men 
for the year. But if you enlisted all of those men in July, you could 
only take aboard five hundred and some; or, vice versa, if you stopped 
all recruiting and then went to the last month, you would probably 
take aboard 2,000 men. So you get into a very difficult situation. 

Mr. Gary. What efforts are you making now in your enlistment 
program? 

Admiral Ricumonp. We are reducing the recruiting setup as rapidly 
as possible; first, so that we shall spe nd as little as we possibly can in 
1954 for this purpose. You will notice that originally, to carry on this 
program, we had estimated that we would need—this is on that first 
sheet—to spend $185,000 for recruiting purposes. Now, we have 
reduced that estimated expenditure to $85,000 for recruiting purposes 
for the fiscal year 1954. 

Mr. Gary. I am glad to know that you are reducing that because 
[ cannot understand why the Army, the Navy, the Air Force, and the 
Coast Guard should each carry on a recruiting program when you 
cannot get into any of those services. I know that if a person volun- 
teers for the Navy today it takes him on an average from 3 to 6 months 
to getin. The same is true of the Air Force. The vy can get all the men 
they want through the draft. They do not have to recruit. And yet 
they are spending millions of dollars maintaining recruiting stations 
all over the United States. To me it does not make sense. 
(Discussion off the record.) 
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EFFE< OF REDUCTION ON THE NUMBER OF LORAN STATIONS 











Mr. Gary. Admiral Richmond, what effect will this reduction hav: 
on the number of loran stations? 

Admiral Ricumonp. None, sir. We plan no reduction in operating 
inits, but a reduction of personnel to operate the unit; so we are not 
at this point planning to reduce any loran stations. 

Mr. Gary. And you are not planning any new loran stations? 

\dmiral Ricamonp. There were none planned in the original pro 
posal, sir We are talking about operating expenses ow ? 

Mr. Gary. Yes 

Now, was not the original port-security and military-readiness pro 
gram worked out with the Navy? 

Admiral RicumMonp. It was, sir 

Mr. Gai Has there been any conference with the Navy on this 
program? 

Mr. Rose. There has been a preliminary conference indicating to 
them the general direction in which we were planning to move. The 
Secretary’s letter was intended to indicate there would need to be 
further conferences with them on this subject. That was a conference 
vhich | participated im, Admiral Richmond was not there. 































EXPENSES TO BI 





BORNE BY 





THE NAVY 





DEPARTMENT 














Mr. Gary. With reference to the Secre tary ’s letter, when he spe ‘aks 
of understandings with the Navy and the fact that your policy is to 
have the Navy bear the portion of the program relating to defense 
it th secretary ’s idea that he may have to come back to this com- 
mittee because of the failure of the Navy to use its funds to supplement 
the Coast Guard program, or because of their insistence that the 
portion of th program which will be affected by this reduction should 
be maintained for defense? 

Mr. Rose. The Secretary’s letter refers to two types of reductions 
which are contemplated in this budget. The second one is the 
military-readiness program, and that we do not feel is a subject for 
reimbursement by the Navy - that is, Coast Guard personnel added to 
Coast Guard ships in order to increase their military readiness. 
However, the state of military readiness of those Coast Guard ships 
is a matter certainly for consideration with the Navy; and, in the 
event that an unresolved difference of opinion should come about on 
this proposed reduc — my understs anding of the Secretary’s letter is 
to indicate that the Coast Guard would come back for further funds 
in its own budget ee that purpose. 

Mr. Gary. He is not anticipating, then, that the Navy use any 
portion of its funds to support Coast Guard activities? 

Mr. Roser. Not as to that type of Coast Guard activity. 

Mr. Gary. What type of Coast Guard activity could the Navy 
use their funds for? 

Mr. Rosse. We are anticipating a little bit other elements of the 
Coast Guard budget, but there is a capital expense which was previ- 
ously projected in the originally submitted Coast Guard budget for 
a new loran chain, which is a loran chain that the Coast Guard would 
not have projected except of the purposes of the Defense Department. 
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That is an lustre ation of the type of expense which in the view taken 
in the Secretary’s letter, and by us in the Treasury, is an item which 
can only be assigned a priority by the Defense Department, and that 
can only take place if it is budgeted directly by the Defense Depart- 
ment, because it is not an activity which the Coast Guard in its basic 
functions would engage in. 

Mr. Gary. That would be the construction of the loran chain 
rather than the maintenance of it, because you would not want the 
Navy to maintain it, would vou? 

Mr. Ross. It applies most clearly to construction. I think it is 
true as to loran stations, certainly as to most if not all loran stations 
which are in operation, that they are multiple-purpose stations 
They are used not only by the Navy ships but also by commereial 
ships and by both military and civil aircraft to some extent, and i 
that situation they are not being carried on solely for the Department 
of Defense purposes, and therefore, as 1 understand it, are excluded 
from that statement in the Secretary’s letter. 

Mr. Gary. I should think that you would have some confusion if 
you had the Navy operating some of your loran stations and the Coast 
Guard operating others. It looks like there is an advantage to be 
gained by uniform operations. 

Mr. Ross. | should make clear, Mr. Gary, that in any event it is 
not the suggestion that the Navy operate loran stations. It is simply 
that the Coast Guard, if this principle were to be applied to a par- 
ticular loran station, would operate it, but on a reimbursable basis, 
because we entirely agree that the loss of efficiency and the possibili- 
ties of confusion from dual operations would be unwise. 
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Mr. CanFigetp. I wonder, Mr. Gary, if you would be willing to have 
Mr. Rose, or the Admiral, tell us at this point what activities are en- 
gaged in by the Coast Guard solely for the benefit of the Defens¢ 
Establishment 

Mr. Roser. There is only one I presently have in mind beyond the 
capital construction project that we were speaking of. I am not sure 
that one can say this categorically; it is a matter for further discus- 
sion, but there is the possibility that certain of the search and rescue 
stations in the South Pacific would not be maintained there for any 
other purposes than the support of ™ Defense Department’s activi 
ties in those areas, and that would be an activity that might be 
cluded in that category. 






























DISCUSSION WITH THE NAVY DBPARTMENT 









Mr. Canrievp. It is true, is it not, that when the Secretary wrote 
this letter he did say: 








We do not presently anticipate any difficulty in respect to these conferences 
with the Navy 





Mr. Rose. [ might expand on that a moment, and the Admiral can 
check me if I am wrong. Taking the military-readiness program as 
an illustration of one that must be discussed and agreed upon with 




















488 





the Navy, my understanding of the broad effect in laymen’s languag: 
of this reduction in personnel, taking first the larger ships of the combat 
type, is that those ships, as the Admiral said, are now in a condition of 
approximately 77 or 75 percent of military readiness from the stand- 
point of personnel on board. That can be translated in this way. Th 
present complement is 168 people. Fully manned it would be 225, o1 
approximately that. The 168 represents an increase of roughly 45 
to 50 people from the complement of the ships as it was before the 
military-readiness program was added, but it is not a state of full 
readiness now. What is contemplated is to draw down that comple- 
ment, but not by an amount which would require any removal 
equipment that has been added. It would simply add a few to the 
number of men who would have to be added to the ship in any event 
if it were to be raised to full combat strength. 

Now, it is that type of reduction which we contemplate discussing 
with the Navy, and we hope that we will be able to reach an agreement 
with them on the basis that we contemplate. 











DUPLICATION OF SEARCH AND 
Mr. Gary. It is a fact that both the Navy and the Air Force are 
now duplicating jhe work of the Coast Guard in search and rescue 
activities insofar as their own personnel is concerned, is it not? 

Admiral Ricumonp. Not entirely, sir. The Air Force, yes. 

The Navy would like very much to have the Coast Guard carry out 
the responsibilities for the Navy. Of course, under the original agree- 
ment, the original idea, each combatant service in a combat area is 
responsible for its own search and rescue. 

Mr. Gary. Mr. Sieminski put a statement in the Congressional 
Record the other day, to the effect that the Navy is asking for quite a 
number of boats to operate a search and rescue operation in connection 
with one of the naval air stations along the New Jersey coast some- 
where. 

Admiral Ricumonp. I did not see the letter, but as I recollect the 
situation, I think what it was was that the Navy let a contract for 
boats for the Air Force that the Air Force is going to operate, sir. 

Mr. Gary. That is just about as complicated as you can get it, 
If they can garble it up any more than that, they are good. 

Admiral Ricumonp. The Navy will in any field operate its own 
aircraft. There are certain areas where the Coast Guard does not 


have the equipment and the Navy is forced to put in the equipment. 
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ACY OF PORT SECURITY PROGRAM 

Mr. James. Admiral, can you determine from your experience in 
this port security work up to this point whether you feel it has been 
wholly adequate to the needs? 

Admiral Ricumonp. Well, Mr. James, the port security program, 
as I indicated earlier, is a limited program. It. is limited as to ports. 
As I told the committee when I was here before, it is limited as to 
scope in particular ports. I would dare say that the Coast Guard 
does not determine that scope. It is an agreed program between 
several agencies—the Navy, the Coast Guard, and other agencies— 
and to the extent the program was agreed upon I think that it has 
been successful, yes. It is adequate for that purpose. 
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If you are thinking in terms of all-out port security, I do not think 
the present program, or this future limited program, will keep our 
ports secure. 

Mr. James. Have there been important incidents that your Coast 
Guard people have been involved in in port security work where you 
felt that you might have done a better job? 


Admiral Ricumonp. No, sir. It is a limited field in which to 
work. There may have been things outside of our area of which we 
had no knowledge. 

Mr. GARY. If a concealed atomic bomb were to blow up a Vi sel 
in New York Harbor tonight, your answer tomorrow would bi 


different? 

Admiral Ricumonp. It would be entirely different; ves, sir 

Mr. James. Your experience has probably indicated to you that 
there are some things that have not been included within the scope 
that has been laid out, and should be included; is that true or not? 

Admiral RichMonpb. Our experience has been, sir, that the deter- 
mination should be made as to, first, what is meant by port security in 
the eyes of those who determine the policy, and then a determination 
made how much is wanted. That has been the big difficulty. We 
talk in terms of port security and think in terms of wartime port 
security which we do not have now. 

Mr. James. | think that almost everybody that thinks about this 
matter at all would like to feel that port security is 100 percent. In 
other words, there have been incidents in the past where suddenly 
and out of the blue, a terrific disaster has happened because of the 
fact that port security was not at what might be called 100 percent 
effectiveness, or nearly 100 percent effectiveness. 

I ask that question only because the people we talk to have taken 
the words ‘port security’? to mean really all-encompassing port 
security. That is not the program. It is not 100 percent. 

Admiral Ricumonp. That is correct, sir. 

Admiral Ricumonp. Off the record. 

(Discussion off the record.) 

Mr. JAMzEs. The principal reason for my interrogation along this line 
is because I have been reading of the reductions in personnel in port 
security. I see the reduction in the port of New York, for example, 
and the Philadelphia area, and I assume now that these reductions 
will simply reduce vigilance to some extent within the activities that 
are a part of the understood program and will not result in taking any 
part of the program out of the program. 

Admiral Ricumonp. That is right, sir. That is the present plan. 
There is no cutback, no elimination, in these plans of any operational 
units at the present time. 
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Mr. Passman. The committee has had under discussion certain 
funds normally carried in the Coast Guard appropriation bill. It is 
now determined they should be borne by the Navy. Will that be a 
departure from past procedure? 

Admiral Ricumonp. I would say as a general principle; yes. 
Although in the last few years the Navy has, particularly in ordnance 
equipment, utilized certain funds of theirs to put ordnance equipment 
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aboard our vessels. The Navy has always provided the actual 
ordnance equipment to go aboard our vessels. To that extent we 
furnish the ammunition but they provide the guns. They are Navy 
fvuns. 

Mr. Passman. What would be the advantages of having the Navy 
reimburse the Coast Guard if it is a matter of dollars and cents? Are 
you going to be able to effect any economy by letting the Navy handle 
it rather than the Coast Guard? 

Mr. Roser. The heat of that is this, sir; and micht I preface this 
by saving that I do not believe there is any part of this reduction of 
$11,750,000 in operating expense which falls in this category. In 
other words, there is no part of that reduction as presently planned 
which will be referred to the Navy as an item for the Navy to pick up. 
But taking the construction of the loran stations that I referred to 
before as an example, the reason for adopting that principle was this: 
In the view of the Treasury we have no means, since the project is 
exclusively for the Defense Department, of determining how necessary 
it is, or of assigning it a priority as against other money. If it is in the 
Defense Department budget, then the Defense Department can de- 
termine whether the project is really necessary and should go forward 
within the amount of money available to them, or whether it bas a 
low priority in comparison with other things they want to - and 
therefore should be deferred, or not done. In other words, is a 
method, and the only method that occurs to us, of screening thi at type 
of expenditure as against the priorities that should apply to it. When 
we are doing it for someone else that someone else would, of course, 
like to have it if it does not come out of his budget. 

On the other hand, since it is an item exclusively for him, we 
cannot determine within the Treasury Department how necessary it is, 
and whether it should go or stay. ‘That is the theory behind it. 

Mr. PassMan. It has been my understanding, of course, that the 
military personnel the Coast Guard kad in the past worked very closely 


with the Defense De ‘_partment and reached that decision. You would 
possibly get the same for it from the Secretary of Defense or the Air 
Force, and on that basis you would proceed with the project. Do 


you not have a very close liaison with the Secretary of Defense’s 
office? 

Admiral RicumMonp, Very close, but of course, as Mr. Rose said, 
we are not in a position, either in the Coast Guard or for that matter 
the Treasury, to go back to the Secretary of Defense and say, “Well, 
vou have made a request for a certain item here to be constructed, and 
is this more or less important than something else?” That 1s what it 
amounts to 
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ACQUISITION, CONSTRUCTION, AND IMPROVEMENTS 


Mr. Canrietp. The next appropriation title is, ‘Acquisition 
construction, and improvements, Coast Guard.’”’ The so-called 
Truman budget called for an amount of $25,000,000 and 55 averagt 
positions and the revised estimate calls for $2,500,000 with 3 averag 
positions. This isa reduction of $22,500,000 and 52 average positions 

Admiral Richmond, will vou address yourself to this item? 


REDUCTIONS PROPOSED UNDER REVISED BUDGET 


Admiral RicumMonp. The total reduction of $22,500,000 is, of 
course, 90 percent of the whole, and essentially it divides itself into 
two main items, a reduction in aircraft replacement and an elimination 
of the acquisition of a loran station. The other items are important 
replacements from the Coast Guard standpoint. It will be just a 
matter of deferment. I refer to the Willapa Bay Lifeboat Station, 
the Ditch Plain Lifeboat Station, and a reduction of construction 
estimate at Point Arquello Lifeboat Station and a deferment of the 
Elizabeth City Air Station heating system improvements. 
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Phe aircraft replacement is a reduction from $15 million originally 
requested and discussed when we were here before with the com- 
mittee, by $13,300,000, which would leave $1,700,000 for aircraft 
replacement. This could be utilized for the 7 rota *y-wing planes, or 
of course, | or more fixed-wing planes, although the figure was arrived 
at from the assumption that it would probably be an acquisition of 
rotary-wing planes, and the elimination of the 12 fixed-wing planes 
asked for in the original request. 

With respect to the loran station acquisition, I would like to go 
off the record. 

Discussion off the record.) 

Mr. Gary. As I understand it, this loran chain that is proposed is 
the basis for the Secretary’s statement in his letter with reference to 
consultation with the Navy ; is that correct? 

Mr. CANFIELD. In part. 
Mr. Gary. I understood almost entirely. 

Mr. Ross. It is the item that he is primarily referring to, and I 
should say on present plans, exclusively referring to it at the present 
time, as an item which has been put to the Defense Department for 
reimbursement. His letter also refers to the necessity of agreeing 
with the Navy on the level of certain Coast Guard programs without 
regard to reimbursement. 

Mr. Gary. Insofar as military readiness is concerned? 

Mr. Rose. That is correct, sir. 


REPLACEMENT OF AIRCRAFT 


Mr. CanrFrieLp. Your major reduction under this title is in the 
replacement of aircraft. The original request was for $15 million. 
You are cutting that down to $1,700,000? 

Admiral Ricumonp. Yes, sir. 

Mr. Canrrevtp. Will you discuss that more at length? 

Admiral Ricumonp. The original request, as I said, was for $15 
million, which contemplated the purchase of 12 fixed-wing planes and 
7 rotary-wing planes. 

Mr. CanrFie.p. This is entirely for rotary-wing air type, is it? 

Admiral RicumMonp. What is left was on that basis, although we 
do not feel that if the interest of the service requires the use of fixed- 
wing planes rather than the seven rotary-wing planes that we would 
be tied to the rotary type. 

[ would like to give the committee a document that we prepared 
for the Senate committee which gives the status of all our present 
planes, both those that we acquired from the Navy and those that we 
acquired by appropriations, since 1949, which was the first year we 
had any money for the acquisition of planes. I do not think that you 
would want to put it in the record, but it at least gives you a complete 
record of the planes. 

As a matter of fact, the age of our planes is such that next year we 
would have required a sizable replacement program to keep us at the 
same strength. As I explained to the committee before, it usually 
takes from 18 months to 2 years from the time the money is available 
to get delivery on the planes. In the fiscal year 1955, according to 





our figures, we would have required 59 planes to keep our fleet of 
planes in condition. Of course, the elimination of these planes 
ueravates that to the extent of 12 fixed-wing planes. The figure 
becomes 71 

Mr. Gary. Admiral, my recollection is that you came in several 
vears ago and asked for a very large sum for aircraft replacement, and 
that we discussed the matter very fully in this committee and advised 
you that we thought you ought to work our a replacement program 
on a 5- or 10-year basis Did you do that? 

Admiral RicuMonp. Yes; we tried to. I can go back each year 
and tell you what we tried to do. We have been partially successful 
this year in carrying that forward. However, failures to obtain our 
objectives each year kept accumulating until, as I say, had we gotten 
what we originally came in here for, we still would have required a 
large number of planes in 1955. Asa result of that program, however, 
to date the committee has authorized the purchase of planes to this 
extent—we have purchased or have on order 39 fixed-wing planes 
and 34 rotary-type wing planes 

Now, this goes back to 1948. That was the first time that we got 
aly acquisition money for planes. ‘Today we have delivered 15 fixed- 
wing planes and 25 rotary-wing planes. In other words, the fleet of 
planes we have today, which consists of 137 planes, has had 40 
new planes in it, although we have an additional number of planes on 
order. They have not yet been delivered. I should add to that 
three helicopters for port security. 

Mr. Gary. How many planes do you have operating altogether? 

Admiral RicumMonp. We have authorized 137. If you mean oper- 
able at any one time it would run about 106 out of 137. We always 
have a certain number of planes in check 

Mr. Gary. How often should a plane be replaced? 

Admiral RicumMonp. That is a very difficult question to answer. 
It varies with the type of plane, first. I may say, that from the 
information that I have given the committee, you W ill notice that the 
standard service life of the Navy for, say, a PBM ora PBY amphibious 
seaplane, is about 90 months. We figure 96 and 90 months; in other 
words, 8 years 

On another type, for example, what we call the R—5—D, or the D¢ 
the standard practice on that is about 114 months. 

Mr. Gary. To keep your fleet up to date would require a replace- 
ment of approximately how many each year? 

Admiral RicumMonp. If you had a perfectly balanced program and 
got them in so many at each time, it would be approximately 10 to 15 
planes each vear 

Mr. Gary. You are asking for 12 this year? 

Admiral RicumMonp. We were asking for 19—12 fixed and 7 rotary. 
In our original presentation we showed that in 1952 we actually got 
12 planes; in 1953 we asked for money to get 18. In 1954, the current 
year, we were asking for 19. Then in 1955, to keep the fleet current, 
we required 59, but in 1956 it would have dropped down to 9, with 
7 each in 1957 and 1958, and in 1959 it would have gone up to 18. 
You can carry that forward, and I would say at that point you would 
have a pretty well balanced program 












494 


Mir. Gary. Did your request originally provide for any additions. 
Admiral Ricamonp. No, sir. 

Mr. Gary. All 19 were replacements? 
Admiral RicumMonpb. That is right, sir 
Mr. Gary. If they are not replaced you are faced with a much mor 

difficult situation next vear? 
Admiral Ricumon That is right 
L,dmira LICHMOND Matis right, su 








Mr. Gary. Do you need all the planes that are operating at the 


yresent time 

| Admiral RicHMonp. Yes. Asa matter of fact, first, we had a board 
make a compl te study which indicated that the requirement in planes 
for the Coast Guard to carry out the duty was in excess of the number 
of planes we have, and I know of one particular request now where we 
are under considerable pressure to put in additional helicopters and 
planes, and where | think they have a legitimate request. 




























NEED FOR KEEPING AIRCRAFT IN SAFE CONDITION 








Mr. Gary. Mr. Rose, I asked that you be present today because, 
frankly, | want to state that this item is the one item in this whole 
curtailed program that gives me serious concern 

| have a son that is in the Air Force ROTC at the present time 
I do not believe that we ought to take these boys into the Air Force 
or into the Coast Guard, and risk their lives by sending them up in 








detective planes | want to be assured for one before we cut this 
item that the Treasury Department has satisfied itself that this 
reduction can be made without endangering the lives of the men 
who are going to use these planes in the Coast Guard. 

Mr. Roser. Of course, I entirely concur in your feeling about the 
necessity for keeping the air equipment in a condition where it does 
not endanger the boys whom we enlist to use it. 

The tl eory behind this was one which was cooperatively worked 
out. The purpose of it was the deferment for a year of the plane 
replacement program for the purpose of a review, and in part to 
determine whether there was any other source of planes such as the 
Air Force and the Navy, which might be used rather than the acquisi- 
tion of new planes, but with the conviction, which I believe is borne 
out by the other witnesses here, that during this year of review these 
planes, by maintenance, can be kept in an entirely safe condition for 
utilization during that year 

Mr. Gary. Well, | personally believe in economy, and I have 
been one of the main advocates of economy in the Congress, and I 
want to save every single dollar that it is possible to save, but I do 
not want to do it at the expense of our boys who are in the armed 
services 

I am not willing to save money at the risk of human life. This is 
the one item in the whole reduction that I want to be assured on. I 
want to say that I think the Treasury Department has done an 
excellent job in reviewing this budget. 1 think this revised budget in 
the main shows a very sincere effort to reduce expenditures. Some 
items in my judgment are a little doubtful because in 1 or 2 instances 
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Ou may have gone a little too far, but in the mau 
xcellent job and | certainly complime nt vou on it 

Mr. Rose. Thank you, sir 

Mr. Gary I notice you leave in this item for pla 3 $1,700,000 
What are you going to do with that? 

Admiral RicHMonpb. That $1,700,000 came from the 


amount that 
WAS originally allocated out of the $15 million for the 


7 rotary-wih 
planes, so the easy answer to youl question is, SIr, that at will Duy 
i helicopters, but again I would like to say that as we review this 
thing’ it might be to the eri benefit of the Coast Guard to | 
several helicopters and “’s, the Grumman amphibian 

I would like to clear a point. You asked the question whether w 
had tried to forelay by a regular repla ement program The 


l\ 


answel 
| think, is borne out by these figures. We originally asked for 23 
planes. Through various revisions all the way—and this is not crit 

cism—we ended up by getting 12, so that is where in the 


fis al Veal 
1 ~- 1 } ] 1 ] 1 
Yoo our socalled pian to try plain senso. -prae pulled back to whe 


ve have an excessive number of planes that should be replaced in that 
veal 


NEED FO! { DEFINITI L\IRCRAFT REPLACEMENT PROGRAM 


Mr. Gary. I think we ought to have some definite program of 
replacement with reference to these planes This committee inissted 
on that 2 or 3 vears ago, and I know that the Coast Guard made som: 
effort to work out a program. It may be that m the subsequent 
requests we did not go along completely with you, or the Congress did 
not, and consequently the program was not carried out completely 
But we have been aiming at a definite replacement program. | think 
a program of that kind ought to be established, and I think that it 
ought to be maintained because here you are dealing with the lives of 
human beings, and I am not willing to gamble with the lives of ou 
boys. 

Mr. CaAnFIieLp. Will the gentleman y ield to me? 

Mr. Gary. Yes 

Mr. Canrretp. | like the statement made by the gentleman from 
Virginia, the former chairman of this committee, and | like the state 
ment that Mr. Rose, the Assistant Secretary of the Treasury in charge 
of the Coast Guard, has also made 

As the chairman of the subcommittee in this Congress, | would like 
to add this: I hope Mr. Rose will assure the committee now that a 
very careful study will be made of these old-age planes and that he 
will make certain that no Coast Guard pilot will be required to fly one 
that is in any sense dangerous. If perchance that study reveals that 
replacements are immediately needed, this subcommittee will be 
so informed. 

Mr. Rosr. We are glad to give that assurance. 

(Discussion off the record. 
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OBSOLESCENCE AND DETERIORATION OF AIRCRAFT 


Mr. James. Referring to the discussion which we have had off the 
record, are you not saying, in effect, that ‘‘obsolescence”’ does not 
necessarily mean that a plane is in a dangerous condition? 

Mr. Roser. That is correct, sir. 

Admiral Ricumonp. I think there is another factor that has to be 
considered. The armed services—and that applies to the Army, the 
Navy, and the Air Force—say that beyond a certain point, from prac- 
tice, they have found that a plane should not be operated because of 
fatigue of material. It puts it in a condition where it is beyond 
economical repair. For instance, we have just sent an R-5-D, 
with which I think you gentlemen are familiar, to Corpus Christi to 
undergo a major overhaul. Everything will be ripped out, the wings 
taken off, and it will be structurally tested. When that plane comes 
back to us, she is going to have had so much time in the air, or so many 
months of operation. Now, at this stage of the game I cannot tell 
you whether or not we would dare to take a chance on having her 
rebuilt again at the end of 36 months, or 3 years, because she will 
have reached the point as far as service is concerned which is the 
point of not return. In other words, it will undergo a major overhaul 
now but as to doing it again, the services just do not do it. We 
should not confuse the obsolescent feature with the factor of carrying 
a plane beyond a certain point when you would not want to operate it. 

Mr. Gary. That is true of automobiles, too. You see these boys at 
college who buy jalopies and take them out on the road. Some of 
them are of the early vintage. That is dangerous enough, and a good 
many of them get into accidents because they use that kind of auto- 
mobile. Put when you get up into the air with a plane, that is 
quite a different thing. That is what I do not like, because the danger 
is increased when you fly an unsafe plane. 

Mr. James. You can pursue the example of the automobile a little 
further, I think. You might find an automobile that has been run 
only 100 miles, but has not been touched since. That would be an 
obsolete automobile, it is true, but it would not be dangerous to run. 
It would be really a first-class automobile. What you said about 
material fatigue is true. The tires probably would be no good and 
there might be other parts of the car that had deteriorated and would 
have to be replaced. But it would be a perfectly safe automobile, if 
those parts were replaced. 

Mr. Gary. Unquestionably there is a difference between obsoles- 
cence and deterioration. Here we are talking about deterioration 
which comes from long use. Obsolescence, I take it, means that it 
has gone out of style. I am not interested in the style but I am 
interested in the safety of the plane. I just want to know that the 
plane is safe. 

Discussion off the record.) 





Analysis of 


Enlisted men 

Commissioned officers 

Chief warrant and warrant 
cers 

Former Lighthouse Service 

Former Lifesaving Service 

Reserve personnel (Public Law 
810) 


Total ; 18, 600, 000 


EXPLANATION 9F REDUCTIONS 


No reductions 
Mr. Canrietp. The next appropriation title is “Retired pay, Coast 
Guard.”’ In the case of this appropriation, there are no reductions. 


RESERVE TRAINING 


recomme? le d n 
1954 printed budget 


A verage 


nositi 
positions 


Amount 


1. Reserve training prograr 132.7 | $2, 600, 000 


EXPLANATION OF REDUCTION 
Reserve 1 program.—Decrease in drill and active 


Analysis of : recommended in 1954 budaet ¢ 


direct obligations only 


Personal service 
rrainees, drill an 


Military, net perr 


Civilian, departn 
Net permanent 
Regular pay iz 

Total civilian, 

Total personal services 2, 129, 194 
Travel 239, 231 
Transportation 1 
Communication services 
Rents and utility services 
Printing and reproductior 
Other contractual services 
Supplies and materials 
Equipment 
Taxes and assessments 


tan) 
2 000 
000 
3, OOO 


000 


Total appropriation or estimate 2, 600, 000 100, 000 





4408S 


Mr. CANFIE! The last appropriation title is ‘‘Reserve Training 
Coast Guard The so-called Truman budget called for an amount 
of $2.600.000. wit} > average positions In 1954 the revised 


' $2,500,000, with the same number of 


1 i 
estimate cats tor an nt o1 


average positions 
EFFECT O REDUCTION ON RESERVE TRAINING PROGRAM 


Mr. Can this involves a decrease in 
drill ana wa 

Admiral RicumMo e 

Mi GrAl What lect will hat hi: ) he Reserve Training 
program 

Admiral RicHMOND . numbers it will have a slight effect on th 


FI 
tive-« 


] 


marticularly the 2 weeks active-duty training. But I do not 


traming, | 
The program for 1954 will 


think it will greatly impair the program 
be « ssential v the ss as that being conducted in 1953. 
Mr. Canrietp. Gentlemen, that is all; thank you very much 


Admiral O’ Neill, Admiral Richmond, and Mr. Rose 


WEDNESDAY, Marcu 25, 1953 
BUREAU OF CUSTOMS 
WITNESSES 
DAVID B. STRUBINGER, ASSISTANT COMMISSIONER 


CHESTER A. EMERICK, DEPUTY COMMISSIONER, DIVISION OF 


INVESTIGATIONS 
LAWTON M. KING, DEPUTY COMMISSIONER, DIVISION OF MAN- 


AGEMENT AND CONTROLS 
WILLIAM E. HIGMAN, CHIEF, DIVISION OF CLASSIFICATION, ENTRY 


AND VALUE 
FRANK B. GATCHELL, Jr.,. BUDGET OFFICER 
SALARIES AND EXPENSES 
imounts available for obligation 


timate 1954estim 


$40, 500, 000 $41, 000, 000 $42, 000, 000 
5R5. 476 6, 780, 000 6, 990, O00 
238, G18 240, 000 250, 000 


7, 324, 394 48, 020, 000 49, 240, 000 


71,077 


ivi 48, 020, 000 49, 240, 000 


ire funds received for customs services pur 
sale of personal property (40 U.S. C. 481 (ce). 





$90) 


Obligations by activities 


Obligations bu objects 





HOO 


gations by objecits—Continued 


40, 000 
8, OOO 
12, 500 
, 000 


7, 020, 000 


020, 000 


inalysis of expenditures 


3, 179 
2 100 


51, 013, 179 


020. 000 
3. 200, 000 


9 500 
790. 679 


37, 890. 000 
. 900, 679 


1954 estimate 
$3, 200, 000 
49, 240. 001 
52, 440, 006 


7. 240. 000 
2. 000, 000 


43. 197. 5 


40, 092. 000 
3, 105, 500 


Mr. CanFre_p. We take up this morning the appropriation request 
titled “Salaries and expenses, Bureau of Customs.” The Bureau is 
requesting $42 million for the next fiscal year. We have before us as 
witnesses Mr. David B. Strubinger, Mr. Chester A. Emerick, Mr. 
Lawton M. King, Mr. William E. Higman, and Mr. Frank B. Gatchell. 


JUSTIFICATION OF ESTIMATES 


At this point in the record we shall insert the appropriate justifica- 
tions. 
(The justifications are as follows:) 





A? 


iiU 
OOO. OOF 
OOO. OOO 


Compa 


Assessment 
taxes 
Appraisal of 
Invest 
ul 
Audit of 
accounts 
Analysis and identifi 
lise for tariff 
Executive direction 7 000 


pur} 119.3 193, 000 


Total + 700 
Adjustment in base (net 4 5 j 0 200 


Total appropr 5 
propriation estimate f Y 000 8, 040.7 42, 000, 000 


GENERAL STATEMENT 


The program of the Bureau of Customs is to effectively and efficiently perform 
its major functional responsibility of administering the provisions of the Tariff 
Act of 1930. as amended Operationally, this involves the processing of all mer 
chandise, carriers, and persons entering the United States in a manner so that 
international trade is facilitated, the revenue is protected, and all harmful or 
illegal importations are exeluded. Certain navigation laws, and the regulations 
of many other Government departments and agencies affecting imports and 
exports, are also administered or enforced by Customs 

Customs total workload continued to increase in 1952. The 28,650,878 carriers 
of merchandise entering this country exceeded the 1951 peak by 11.8 percent 
The number of persons entering the country during 1952 exceeded 105,000,000 
and was 13.5 percent above the 1951 record number. The number of foreign-mail 
packages processed by Customs in 1952 was nearly 17 percent greater than ir 
1951, while entries covering importations by mail increased 4 percent after several 
vears of decreasing volumes. Offsetting these increases, in part, was a decrease 
of 6.5 percent in formal entries. Even so, 872,217 such entries were filed, a 
number 61 percent higher than in 1947. 

The following table reflects significant workload volumes: 





a2 
Significant workload data 


1948 


350 $809, 133, 202 


} O61, 469 847, 500 


+, O60, 160 4, 929, SOO 


y, 021, 629 10 tO) 


the number of carriers and persons entering the United States 
ire continuing into 1953. Six hundred and fifty-one thousand air passengers 
entered the United States during the first 5 months of fiscal year 1953 in compari- 
son with 545,900 during the same period last vear, an increase of over 19 percent 
\t least 11 large passenger vessels, including the new United States, the French 
Flandre, and the Dutch Maasdam, were added to the transatlantic runs out of 
New York during the last summer season. These additional ships, along with 
generally increased tourist travel, caused the number of vessel passengers entering 
e United States during the first 5 months of the current fiscal year to increase 
from 483,400 to 596,300, or by 23 percent 
Passenger and pedestrian traffic entering the United States at ports on the 
Canadian and Mexiean borders during the first 5 months of fiscal vear 1953 
totaled 53,021,000, in comparison with 46,906,000 during the same period last 
f of 13 percent. This increase brought about serious traffic delays on 
and holidays at a number of Canadian and Mexican border ports 
number of formal entries of imported merchandise has also increased 
since July 1, 1952 Che number of these entries filed during the July- 
1952 period was 12 percent greater than in same period of fiscal year 
the volume of customs business and workload continues on the 
yward trend which has been characteristic of the postwar vears. 
Full and effective use was made of the customs 1952 appropriation, substantially 
e same terms and for the same purposes as were shown in the 1952 column 
the 1953 budget presentation Savings effected during the period when the 
amount of the pay increase supplemental appropriation was in doubt, plus 
nexpected savings in day labor due to decreased wool importations, made possible 
the purchase of $75,000 worth of much needed equipment above that originally 
provided for in the budg and financed ‘‘normal’’ reclassifications, costing 
$89,000, made pursuant to Civil Service Commission standards 





stimates do 

promotions 

prior vear I 
1 1954 is $171.000 and 8$376.000 


1952 wa 


mittent 

Law 600 

een req 1 : the se 

connection with the valuation o i merchar 

out the proposed language, complete civil-sery 

establishment and classification of a po 

services of only | da The insertion of the proposed 
mmediate hiring of such an outside expert It is ¢ 

vill be used i uently and no increased funds fe 
requested } clusion of this language will serve to facilitate 


\ppropriation base for 1954 $30, SSS, OOO 


Budget estimate for 1954 31, 746, 200 
Increase from base Sos, Z00 


The collectors of customs are primarily responsible for the administratior 
this activity, the principal functions of which are to enter and clear vesse 
aircraft; supervise the discharge of cargo; ascertain the quantities of imported 
merchandise; classify such merchandise and assess and collect duties thereor 
control the registry, enrollment, admeasuring and licensing of vessels and collect 


tonnage taxes, regulate vessels in the coastal and fishing trade: record mortgages 


and sales of vessels; deposit to the credit of the United States all moneys collected 
and make proper accounting thereof; enforce customs and other laws by surve 
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lance and inspection of international traffic by vessel, highway, railway, and air; 
review protests against the payment of duties; determine and certify for payment 
the amount of drawback due upon the exportation of articles manufactured from 
duty-paid or taxpaid materials or articles; prevent the smuggling of contraband 
merchandise (including narcotics) and the importation of prohibited articles; 
prevent and detect undervaluation and frauds on the customs revenue; apprehend 
violators of customs laws and perform certain duties under the Foreign-Trade 
Zones Act 

Although in the 1954 budget estimate we can request only 6 new employees 
who will be used to staff 2 new ports, we feel it is important to point out again 
the serious inadequacies of our staffs, particularly on the Canadian and Mexican 
borders and at key airports serving the tourist trade. In 1952, 105,200,000 persons 
entered the United States, more than 95 percent of them across our northern and 
southern borders. This number was 13.5 percent above 1951, or more than twice 
the 5-percent increase estimated in the 1953 budget. The number of vehicles 
entering the country in 1952 was 11.8 percent above 1951 against an estimate of 
only 5 percent. In addition to these increases, there is an unprecedented volume 
of American tourists returning from Europe Of particular importance is the 
institution of ‘‘tourist’’ class rates for North Atlantic air traffic. Air passengers 
are expected to equal or exceed vessel passengers this year for the first time. 

These are among the most serious problems faced by Customs. We have 
received several complaints concerning traffic tie-ups and delays in the exam- 
ination of bag » at Buffalo, N. Y.; San Ysidro, Calit.; and other places, par- 
ticularly on weekends and holidays. It is very likely that the continning increases 

the volume of carriers of merchandise and passengers arriving in this country 
will, without increased help, result in a lowering of Customs’ inspection standards. 
The following are the major categories of increases requested for this activity: 


Reclassification 


1. Retision of ciril service positions standards for inspectional positrons. -A 
‘omplete classification survey was recently made of the various inspectional 
positions throughout the Customs Service in order to determine whether existing 
civil-service standards adequately covered the current duties and responsibilities 
of positions It was found that the level of responsibility and difficulty of 
the work in these positions had increasea materially since the previous standards 
were established lhe most significant type of increased responsibility is the 
examination and ascertainment of value for duty purposes of certain types of 
imported merchandise Inspectors now perform this important function on gen- 
eral merchandise valued at less than $100, and on articles contained in passengers’ 

value, which are intended for the personal or household 
ise of » declarant As a result of this study, substantial revisions of existing 
stands rds were approved by the Civil Service Commission on October 13, 1952. 
lhe application of these approved standards will result in reclassification actions 
increasing the annual salaries of inspectional positions by approximately $600,000. 

Under the terms of the act of June 3, 1944, all Customs inspectional employees 
performing Sunday and holiday service at international highways, bridges, tun- 
nels, and ferries, must be paid overtime at the rates prescribed by that act. The 
amount of such overtime payments varies directly with the annual salaries of the 
inspectional personnel involved. The reclassification actions discussed above 
will increase inspectors’ salaries on the Canadian and Mexican borders by approx- 
imately 5 percent. Such increased salaries will automatically raise Sunday and 
holiday overtime paymants by an equivalent percentage. Sunday and holiday 
overtime is expected to total $840,000 in 1953. An increase of 5 percent would 
be appr XII nate v $40,000. 

2. ‘‘Normal”’ reclassifications.—In the Customs Service several factors tend to 
increase the scope and magnitude of the Sapien of various positions, and these 
changes, in turn, result in routine, day-to-day reclassifications. Some of these 
factors have arisen since World War II, as, for example: 

a) Foreign currency manipulations and exchange controls; 

hb) Multiplicity of trade agreements and increased complexity of tariff 
schedules; 

c) Importation of commodities not previously manufactured, new manu- 
facturing processes, and new component materials contained in manufactured 
articles. 

The grade level of many customs positions, notably entry officers and liqui- 
dators, is determined in large measure by the complexity and volume of importa- 
tions processed through individual ports. With the continuing increase in the 
number of new and different articles being imported and the anticipated gradual 
expansion of our foreign trade in general, these classification factors automat- 


such 


¢ 


baggage, reg: ardl ess of 





5t 5 


ically come into play and bring about grade changes almost wholly outside 
administrative control. 

Other reclassification factors are releted to efforts being made to improve 
manpower utilization and to place greater responsibilities on field positions in 
order to enable existing personnel to absorb to some extent increased volumes 
of business and to render better service to the public 

During fiscal year 1952, these “normal” reclassifications increased annual 
salaries of employees by $155,000, costing approximately $90,000 in 1952 with 
a carryover cost of $65,000 in 1953. It is estimated that the number of such 
adjustments will be fewer in 1954 and that annual salary increases will total 
approximately $100,000, with a cost in 1954 of only $50,000. 


Neu border ports 

\s a result of the continuing inerease in the number of trucks, automobiles, and 
persons arriving annually in the United States, local businessmen, toll facility 
operators, chambers of commerce, and individual citizens, supported by Members 
of Congress, are doing everything possible to obtain for their communities as large 
a proportion as possible of this traffic. New bridges, highway crossings, and 
proved inspection facilities are either under construction or are in the 
lng stages, and prese nt highways connectil » border crossings with nportal 
communities and trade centers on opposite sides of the bo a being ce 
and hard-surfaced. 

Foremost among t » activities are the construct 
Weslaco, Tex., an he completion of the Faleon Dan 
southeast of Laredo, Tex., both in the Laredo district 
will require the establishment of a new port or station 
from this bridge will connect with the principal highway, 
Hidalgo, in the United States, and serve large agricultur: 


in Mexico, the volume of business is expected to justify 


service 

A highway, connecting Mexico and the United State 
Faleon Dam site, is expected to be opened for public 
a new port or station will have to be established to | 
traffic. The majority of crossers are expected to he 
up approximately 425 square miles of water in a 


become a major tourist attractior However, it i 


a fair amount of commercial truck traffic, inasmuce! 


will be assessed at this crossing whereas a toll 

bridges in the Laredo district (at the port of Lar 

1 trailer truck with a 30-ton load.) Moreover, a 

dam site with Monterrey on the principal highway 

that the original service at the Faleon Dam site 

16-hour basis 

The following table details the additional positions req 

Weslaco and Falcon Dam, Tex 


Proposed new border ports 


Personnel required 


Inspector, GS-8 


Annual salaries 
Nonreimbursable overtime 


Night differential 


Total positions and cost 
Less: Estimated lapse 
Recruitment delay 
Trainee-to-journeyman savings 
Net estimated average positions and cost, 
fiscal year 1954 16. 000 


Reasons for new service i New bridge | New high- 
being Way across 
erected top of new 

dam 


Proposed daily service, 7-day week 16 hours 16 hours 
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WW s ‘ has this connection, that the increases requested in tl 
a ypriatio ave be kept to a minimun The Bureau of Customs has or 
ime is re ests f creased hours of service at Los Ebanos and R 
G ( | Si Lu Ariz.; Pinecreek and Roseau, Minn.; Dunseit! 
\\ a, and Westhe N. Da Porthill, Idaho; Morgan, Mont.; and Laurier 
, I N and Oroville, Was! Che restricted hours of serv 
at e ports egulate the business and social life of the communiti 
) pos 1¢ { Lt also ive an adverse effect on public rela 


Customs Service 





"require 


tr 


f pins tre ) ction of new imspe 
ace Bridge. Buffalo. N. \ It anticipated that ul 
Ava f ) i traffic will be increased from 8 to 16 





Nogales, Sonora, Mexico. opposite Nog 

I ort I s action, coupled with the completion o 
( Nogales and Mexico ( through the famous fishing 
Ve result a id Tonal traffic at Nogales Ariz 











( est lor Sunday a | holiday overtime act of June 3 
tal is made up of (1) $40,000, justified above under 

over increased costs resulting from revisions of civil 
jards for inspectional positions so that Sunday and holiday 

mig be continued during 1954 at current levels; (2) SS,O0( 

‘ew border ports,” to cover increased costs required to 
ler rts requested: and (3) al additional $25,000 to permit 
aD imately 10 additional assignments during the heavy 
) he Canadian border and pproximate ly 5 additional 

yn the Mexican border where the flow of traffic is heavy 
Che large increases in vehicular traffic across our borders 
1952 over 1951), together with even greater increases in 
trians (13.5 pereent in 1952 over 1951), make it essential 

vs (Sundays and holidays) be mad 








\pproximately 93 pereent of Customs’ communications costs consist of tele- 
phone charges, most of which are for basic equipment rentals At least 30 field 
offices have reported increases in telephone rates. Many of these increases have 
bee is high as 10 percent lelephone obligations for 1952 approximated $285,000 
oO of the total of $305,000 obligated for communications To meet increased 
telephone costs in 1954, and to pay for increased registry and other postage charges, 
an additional $15,000 is requested for this type of expense. 






Customs’ current inventory of equipment has a replacement value of over $6 
million. Because of restricted equipment expenditures during the war, the average 
age of our automobiles, office machines, laboratory equipment, and other equip- 
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major types of equipment for which 
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more oid, or have traveled at least 60,000 1 


total of $120,000, is request for 1954 


I are 0 Vears or 


SO60,000, or a 


nt of 100 cars 
Of the nearly 700 automobiles used by ns, approximately 70 perce 
assigned to this activity. Accordingly, to simplify the presentation, the 
equested increase is discussed under this activity It will be recognized 
irse, that a number of replacements will be made in other activities, specifically 
No. 2) and the Customs Agency Service (activit 


Appraisement (activity 


I 


~— 
essential in the day-to-day routine of Customs 


hours a day; inspectors m 


Customs agent 


Customs automobiles are 
The mobile patrol must be kept going 24 
e transported from pier to pier over widespread waterfronts 
nust travel through their districts in the course of investigations; appraisers and 
xaminers Must have transportation to perform examinations of merchandise a 
outside the appraisers sto! 
the 667 Customs automobiles 
to 


SINess 
ISINess. 


f business, and at other place 


mporters’ places « 
As of July 1, 1952, 


were 6 years or more old. 
xceptionally heavy duties such as the 
60,000 miles; 50 replacements can be made in 1953. On July 1, 1953, approxi- 

150 cars will be over 6 vears old If we are to avoid further deterioration 


195 (or nearly 30 percent), of 
Many others, less than 6 years old but assigned 
mobile patrol, have traveled mors 


mately 
with added repair costs and losses in mobility, 


restored to its pre -1953 level of 100 


it is believed essential that t 


replacement level for 1954 be 

b) Office equipment and machines Funds available in 1953 will permit 
expenditure of $48,000 to replace badly worn typewriters, adding machine 
alculators, and other office equipment and machine An additional $8,000 
} 


total « $56,000. is requested for this purpose in 1954 

As is stated above, Customs has adopted 10 vears as the average replacemer 
for which a 15-vear target 
/ 


ll office machines, except adding machines 
siti 


age for all 
igure has been set. These replacement standards are substantially more ri 
and used by many 


bv the equipment manutacturers 


han those recommended 
these high-age standards, more tl 


izations Notwithstanding 
0 percent h tal istoms office machines are over age ly 
present inventory of approximately 3,200 office mact 

565.000, or an incre: » of 817.000 above 


1954 


private orgal al 
the collect 


flices. at. least 250 of 


should be replaced in 


$48,000 available in 
of only $8,000 for this purpose 


1954 at a cost of 
the 1954 appropriation base Chis 
an increase 

In summary, the equipment increases request 


1954 are as follows 


Automobiles $43, 200 
Office machines S00 
electric scales 0. OOO 

Potal activity No. 1 000 


Other key-equipment items are requested under activity No. 2, Appraisal of 


imported merchandise, and activity No. 5, Analysis and identification of imported 


merchandise for tariff purposes 
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ler huridings 
26, 1930, it has been the responsibility of the Bureau 
Immigration and Naturalization Service, jointly to provide 
living quarters and inspection stations at remote border-crossing 
sonsiderable number of such border stations were built until rising 
tr n made it impossible to provide adequate facilities within the 
1 in the law 

yngress, approved September 26, 1951, raised the limit 
ild be expended for any one station to $15,000 for each 
$30,000 per station. Since the passage of this bill, the 
vo services have been working together and have 

30 locations at which new or replacement 

of these locations have been selected as the most 

mnstruction are being included in the 1954 estimates 

hree locations are Andrade, Calif.; Columbus, N. Mex 

i three stations, each containing 1 office and 2 living 

toms and Immigration Services, at these remote crossings 
Canadian borders. These buildings will replace present 

cks which are entirely unsuitable for the use of United 
representatives The cost of the buildings is estimated at 

total of $90.000: $45.000 for each Service 


yosed to build an inspection station and living quar- 
office and living quarters which are located in an old 

thern Pacific Railway for $120 per year. No 

hin a 15-mile radius of the border-station site 

al one office and two living quarters, and the total 

‘ I ig yn of present rent charges and the institution of 
l { l are expected to save a total of approximately 


customs offies is located in the town of 
ler On the United States side of the 
a road paralleling the border on which vehicles 


ever coming to the customs office. There are no 


1 offies ith d le living quarters at the crossing 
$30.000 ($15.000 for each service Deductions from the 


salaries of ¢ es for quarters furnished are expected to equal approximately 
S$1.000 pe ! 


1 Immigration business for this important 
all rented surist cabin in the town of Dun- 
| Major improvements have 
at this point In order to 
r crossing it 1s proj osed to 
( le Uu f both Customs and Immigration 
vy $30.000 (815.000 for each Service 





509 


/ 


Significant workload data 


Dutiable 
W arehouse 


Other 
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Percet 





218, 90 


merchandise, t 
of imported mer 
the rates 
making t 


f each lot of imported 
properly invoiced, and 
structions and court 


is performed t 


Vv examiners 
and report to the appraiser 
sory tariff classification Phe 
the quantities against 

the appraisers’ store 


appraisement of im 
market prices and 


the Torquay 


products form«e shipped from 
greement rs which have been 


not be applied to 
Iron Curtain countr 
made whether a bounty 


Peace Treaty, resulting in greatly in- 
w products and difficult value 


factors have so increased the time consumed in appraisal 

1umber of invoices on hand more than 90 days has increased 

30, 1951, to 99,600 on June 30, 1952, even though the number 

d and invoices received decreased in fiscal year 1952. As in 

case of o : workload items, the first 5 months of 1953 have shown a 
arp upturn » number of packages examined during the July through 
November 1952 period exeeeded the comparable period last vear by 13 percent. 
Of the total invoices on hand over 90 days, the number awaiting action of 
oms officers increased from 20,669 on June 30, 1950, to 68,270 on June 30, 
In this category are those invoices on which reports could be made to 
ctors, and reports seeking or giving information as to value or classification 
be prepared preliminary to the disposition of these invoices if personnel 

be spared from cu nt work demands 


following table summarizes key appraisement workload items 


Workload data 


8U5 659, 000 692, 000 
&.8 5.0 5.0 
1, 408, 941 1, 480, 000 1, 554, 000 
5.2 5. 0 5.0 


99. 622 


34 


100, 000 100, 000 


ications 


1 Revision of ervice position standards for appraisement positions It 
has been realized for some time that many of the positions in the appraisers’ 
organization were seriously out of line, classificationwise, with positions of com- 
parable responsibility in other parts of the service and in other Government 
organizations rhe classification of these positions, in many cases, had not been 





naterial visions ofl 

rvice Commission by this 

se recommendations will result 
a Salaries of appraisement 
ated lapse of 700 has beet 

$203,300 


( t 


Appropriation base for 1954 $1, 907, 000 
Budget estimate for 1954 1, 920, 200 
Increase from bas¢ 13, 200 


The Customs Agency Service is the investigative ur f Bi 


ire¢ 1of Custo ns 


It has investigative jurisdiction in cases involving the smugglir 
into and out of the United States in violation 


g of merchandise 
of the Tariff Act of 1930. the Nar- 
cotic Drug Import and Export Act, the Gold Reserve Act of 1934, the Neutralit 
Act (pertaining to implements of war), the Marihuar 
Control Act 

In addition to smuggling investi 


\ 
a Tax Act, and the Export 


gations, customs agents also investigate other 
violations of the tariff act such as false invoicing, failure of passengers to declare 


2172 9 
olis a 
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lise without permit, falsity or lack of manifest 


rerchan 
d representatives in foreign countries, as well as custor 
conduct inquiries as to market value for the use of 
alue of imported merchandise They also perfor: 
on with possible smuggling into and out of th 
itional Treasury representatives were assigne« 
in enforcement work 


ay ‘rtaining to the ownership, documentatior 
vessels documented under the laws of the United Stat 


e | 


ederal Tort Claims Act; the character and fitness of 
Customs Service: and personnel derelictions are al 
yms agents In all, 29 different types of investigatior 


customs agents make seizures and arrest 
ates attorneys on matters requiring crimina 
nited States attorneys in the trial of such case 
return of Japan to an independent status, and 
activities, have increased the enforcement problems of the 
s Servie By the treaty of peace with Japan, we relinquished contro] 
the Japanese ’ government and must, therefore, once again create tl 
means of obtaining sources of information in that countrv on the narcoties traff 
Japan ¢ 1 the United States Further, there has been a considerabk 
tl of other foreign investigations for customs purposes as & 
pansion of trade between Japan and the United States. 
i of narcotics, diamonds, and gold reflect the con- 
igh volume of sm ing activities, both into and out of the United States 
| 649 arrests were made of persons violating the 
were 381 convictions and 35 acquittals. Th¢ 
were nolle prossed, and the remaining are pending. 
and its relationship to the crime problem in the United 
this aspect of the Customs Agency Service work increas 
Customs Service is the first line of defense in the con 
narcotics traffic Narcotic seizures during the calendar 
inces of raw opium, 495 ounces of smoking opium 
48 ounces of heroin, 43 ounces of cocaine, and 17,374 ounces 
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ior year aa 3.5 6.1 5.0 


prohibited importations, (6) marking of merchandise, (c) bonds, (d) customs 
I and (f) various other items 
The major equipment item for this activity, automobiles, has been justified 
under activity No. 1 


judit of collection and merchandise accoun's 
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Budget estimate for 1954 1 
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The costs of printing and reproduce 
among the six activities Ind Lun arg are charged directly t 
applicable activity For example, “ rchant vessels of the United States,” cost 
a 


irectly to activity . l. The balance of the printing and 


$35,000, charged 


production estimate is prorated activities in the percent 


1 the estimate for eac uctivity (excluding these costs) represents to tl 
estimat¢ Che amount of indirect obligations is estimated at $260,000 


1 percent of the total estimate 
RETIREMENT OF COMMISSIONER 


Mr. CanFrie_p. Mr. Strubinger, you have a statement to make to 
the committee? 

Mr. SrruBINGER. Yes, sir. 

Mr. CanFrieLp. You may proceed. 

Mr. Srrupincer. Mr. Chairman and members of the committee, 
before going into my general statement, I would like to express the 
regrets of our Commissioner for not being able to be present today 
He has been under doctor’s orders for some time and is not able to 
take part in a hearing of this kind. 

Mr. Canrietp. We regret to hear this. It is my understanding, 
Mr. Strubinger, that the Commissioner plans to retire in the near 
future? 

Mr. StRuBINGER. Heis retiring at the end of this month, Mr. Chair- 
man. 

GENERAL STATEMENT 


Mr. CanrigELp. You may proceed with your statement. 

Mr. Srrupineer. Mr. Chairman and members of the committee, 
we are appearing before you today to present the appropriation esti- 
mate of the Bureau of Customs for the fiscal year 1954. Before going 
into the estimate itself, | would like to refer briefly to the present 
volume of customs work and the problems we have to face in handling 
this work. 

In the fiscal year 1952 customs collections amounted to over $748 
million and it cost exactly 5.4 cents to collect each dollar. This low 
cost of collecting a dollar becomes even more impressive when it is 
realized Customs handles millions of foreign commerce transactions 
from which no revenue is derived and in addition is charged with the 
enforcement of many laws pertaining solely to health, morals, and 
internal security of our country and the security of friendly nations. 
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THE JOB TO BE DONE 


I believe few people have any conception of the tremendous task 
that confronts Customs in dealing with the merchandise, vehicles, 
planes, vessels, and persons presented to our customs officers for 
entrance into the United States. 

For example, in the fiscal year 1952 nearly 200 million tons of 
foreign merchandise of infinite variety, valued at about $10% billion, 
were cleared by customs to enter the commerce of the United States. 
Over 70,000 vessels and 86,000 airplanes arrived from foreign countries 
carrying merchandise and passengers; 24 million automobiles, 328,000 


buses, 992,000 other vehicles, 29,000 passenger trains and almost 
2', million freight cars arrived at our land borders for customs clear- 
ance. In addition, over 105 million persons carrying nearly 24 million 


pieces of baggage presented an inspection problem which alone is 
staggering. One other important item, which I will discuss in more 
detail later—Customs was required to clear over 23 million foreign 
mail packages many of which contained dutiable merchandise. 


COMPLAINTS AGAINST CUSTOMS 


A very serious and frequent complaint against the customs service 
today is that customs procedures are impeding foreign trade and thus 
delaying the economic revival of foreign countries and the relief of our 
own taxpayers from the burdens of foreign aid. It is properly said 
that this customs impediment is caused in large part, not by the level 
of our tariffs, but by delays in determining what that level is with 
respect to particular shipments. 

Delays of a year in the final determination of the amount of duty 
payable on an importation are frequent; delays of from 1 to 2 years 
are not uncommon; and longer delays do occur. These delays do not 
reflect any incompetence or inefficiency on the part of customs officers. 
They result squarely from the shortage of trained men to handle the 
volume and ever-increasing complexities of our tariff structure. 

We also have received complaints from airlines, bridge operators, 
from steamship companies, and from citizens of certain border com- 
munities of inadequate services and delays. Additional service and 
elimination of harassing delays require additional manpower, and our 
manpower has not increased in proportion to our increased volume of 
business. We have tried to absorb an overall increase in workload 
since 1947 of about 60 percent with almost 10 percent less personnel. 
Frankly, the point has been reached where I think we would be remiss 
in our duties if we did not call these conditions to your attention. 


BACKLOGS OF WORK 


We have at the present time over 125,000 invoices in our appraisers 
stores that are over 90 days old. This means that the dutiable value 
of merchandise covered by these invoices has not yet been determined. 
Partly as a result of the unprocessed invoices but mainly because of 
insufficient manpower to make actual calculations, the backlog of 
unliquidated entries is still increasing. In New York liquidations 
are 9 months in arrears, in some other districts backlogs amount to 
more than a year’s production. These backlogs mean that an im- 
porter cannot be informed of his full landed costs until long after he 


has disposed of his merchandise. Another and equally important 
consideration resulting from these backlogs is the fear that incomplete 
attention will be given this important phase of our work if these back- 
logs are not reduced. 

ENFORCEMENT 


Each year since 1946 we have been forced to reduce what we already 
believed to be an inadequate port patrol force because we must 
process incoming merchandise as quickly as possible and because 
automobiles, buses, trains, vessels, and aircraft cannot be subjected 
to expensive delays. The port patrol force which searches vessels 
and guards our waterfronts against illegal entrants and importations 
has thus been severely curtailed in the face of the greatly increased 
number of ships arriving at our ports. The acti a employment of 
the port patrol force has gone down from 1,462 in 1946 to 768 as of 
December 31, 1952. This reduction in personnel, we believe, has 
substantially weakened the effectiveness of this important part of our 
enforcement program. 

MAIL IMPORTATIONS 


I would like now to refer to our problem im connection with the 
handling of foreign mail importations. In fiscal year 1952 over 23 
million mail packages arrived in the United States subject to customs 
treatment. In addition to our responsibility of treating these pack- 
ages from the revenue standpoint, we are also charged with the 
responsibility of being on the lookout for and stopping importations 
of propaganda mate rial as well as of atomic, radiological, biological, 
and chemical warfare weapons, together with narcotic drugs and 
other contraband. 

In the fiscal vear 1952 we were able to open and examine only 5 
percent of these packages. About one-third of the packages examined 
contained dutiable merchandise on which we collected about $3 million. 
The examination of this 5 percent also resulted in the seizure of thou- 
sands of parcels which contained articles in violation of public-health 
regulations, trade-mark regulations, marking regulations, immoral and 
obscene articles, narcotics and other drugs, and Communist propa- 
ganda. We believe that more mail packages should be examined, 
which would result in more revenue and a tighter control over the 
introduction into this country of articles harmful to our general welfare. 


DUAL RESPONSIBILITIES OF CUSTOMS 


The Customs Service, unlike many other Federal agencies, is both 
a revenue producing and a service and enforcement organization of 
the Government. As a service organization it must be staffed to 
perform promptly and efficiently the functions of inspection, examina- 
tion, and clearance of imported merchandise, as well as aircratt, 
vessels, trains, automobiles, buses, and other carriers of persons and 
merchandise arriving in this country. However, the volume of the 
workload to be performed by Customs is largely outside our adminis- 
trative control. Sudden changes in supply and demand, or in world 
market prices, may have an immediate effect on the volume of imports 
The lowering of passenger fares, the increase or improvement of 
travel accommodations, and other factors tending to promote travel, 
have the effect of increasing the numbers of vessels, vehicles, aircraft, 
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or persons arriving from foreign countries. Moreover, a considerab|i 
part of our work requires immediate handling. For example, persons 
arriving from foreign countries at our seaports, border ports, and air- 
ports expect to obtain customs clearance in a matter of minutes 
Similarly, the prompt clearance of equipment of railroad, steamship 
companies, air carriers, buslines, trucking companies, and other trans- 
portation companies bringing merchandise or passengers into the 
United States is highly important to the profitable operation of those 
companies. Delays in the movement of transportation equipment and 
in the marketing of merchandise are costly in this country’s highly 
competitive economy. 

As an enforcement organization, Customs is not only concerned 
with the primary functions of combating smuggling and frauds on 
the revenue, but also with enforcing the regulations of many othe 
Federal agencies. Among the agencies for whom we now perform 
functions in our day-to-day operations are: The Treasury Depart- 
ment Bureaus of Internal Revenue, Narcotics, and the Mint; the 
Federal Bureau of Investigation and the Immigration and Naturali 
zation Service of the Department of Justice; the Bureaus of Animal 
Industry, Entomology and Plant Quarantine, and Agricultural E¢co- 
nomics, and the Production and Marketing Administration of the 
Department of Agriculture; the Bureau of the Census, the Office of 
International ‘Trade, and the Maritime Administration of the Depart- 
ment of Commerce. Important functions are also performed for the 
War, Navy, Post Office, Interior, and State Departments, the Tariff 
Commission, the Atomic Energy Commission, etc. The functions 
performed for these agencies in most cases are not reflected in the 
workload figures for our Bureau; nevertheless, they involve the use 


of manpower, thus increasing our operating cost and adding to the 
complexity of administering our overall job. 


WORKLOAD, PAST AND PRESENT 


The postwar workload of the Bureau of Customs is shown in 
tabular form at the beginning of our formal submission and is de- 
tailed by activity throughout the presentation. I will hit only the 
highlights here and bring them up to date from last June 30, the end 
of fiscal year 1952. The number of formal entries filed was nearly 
two-thirds greater in 1952 than in 1947; the first 6 months of fiscal 
year 1953 have exceeded the comparable period in 1952 by nearly 
11 percent. Carriers of persons and merchandise entering United 
States ports were 60 percent greater in 1952 than in 1947. During 
the first 6 months of 1953, carriers arriving exceeded the 1952 figure 
by almost 7 percent, and the number of persons entering was up 13 
percent over 1952. Against these almost staggering workload in- 
creases, Customs manpower was nearly 10 percent lower in 1952 
than it was in 1947. For convenience in reading, the following table 
summarizes comparative statistics of major workload items and 
average employment of the Bureau of Customs. 





Percent 


change 


Formal entries file 

wriers arriving 

irriving 
examines 


received 
manpower! 


PERSONAL SERVICES 


This Bureau’s fiscal year 1954 estimate is $42 million, an increase 
of $1 million over the 1953 appropriation. 


NEW POSITIONS AND INCREASED HOURS t t~DER STATIONS 


The estimate provides six new positions during 1954, all of the cost 
of which will be met from management savings shown in the estimat« 
as “adjustments to the appropriation base.”’ The cost of these posi- 
tions and their related expenses, required to staff two new ports, 1s 
estimated at $32,000. 


SUNDAY AND HOLIDAY OVERTIMI 


The sum of $25,000 is required to finance additional Sunday and 
holiday service on the Canadian and Mexican borders where the traffic 
volume has resulted in serious tieups. In this connection, I refer to 
the workload statistics which were given above. The number of 
carriers entering the United States increased nearly 12 percent in 1952 
over 1951, and the first 6 months of 1953 have exceeded the compar: able 
period last year by 6.5 percent. The protests concerning traffic 
delays at several key points have been frequent and very strong. This 
$25,000 will finance approximately 10 additional Sunday and holiday 
tours of duty the year around. Of course, we will actually employ a 
larger number during the peak travel summer months and fewer during 
the winter. 

OTHER OBLIGATIONS 


Each of us is aware, I am sure, of increased telephone rates through- 
out the country. To meet these increases, $15,000 is requested in 
communications. 

BQUIPMENT 


Presently available funds will not permit this Bureau to keep its 
equipment up to reasonable standards. For instance, we can replace 
only 50 of our nearly 700 automobiles each year, which means that, 
on the average, each car must last nearly 14 years. Similarly, many 
of our typewriters, adding machines, and calculators as well as labor- 
saving machine Ty, such as fork-lift trucks used to move large packages 
in the appraisers’ stores, are over-age, inefficient, and usually expensive 
to maintain. I sincerely hope the additional $100,000 re quested will 
be available in 1954 to start correcting this undesirable situation. 
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CUSTOMS-IMMIGRATION FACILITIES AT REMOTE BORDER PORTS 


The program for providing adequate inspectional and housing 
facilities for customs and immigration officers at remote border cross- 
ings is described in detail in the justification and I will touch only 
briefly on the matter in this statement. There are approximately 30 
locations where new or replacement facilities are needed. Three of 
the most urgent are included in this estimate and in the 1954 estimate 
of the Immigration and Naturalization Service. The maximum which 
can be spent for each such facility is $30,000, as specified in Public 
Law 154, 82d Congress. Half the cost is paid by Customs—half by 
Immigration. The total estimate, therefore, is $45,000 for Customs 
and an equal amount for Immigration. 

| would like to add, in passing, that $30,000 per building will 
enable our two services to obtain only the minimum essentials of 
office and living quarters. The committee will appreciate, I am sure, 
that in the isolated places where these buildings will be located the 
cost of construction labor is exceedingly high. Much of this labor, 
as well as a large proportion of the building materials themselves, 
must be transported from distant areas and frequently the workers 
must be housed in temporary living quarters at the building site. 
The men of both services occupying the quarters will be charged 
rent, and these payments will serve to amortize the construction 
cost over a period of approximately 15 years. 


RECLASSIFICATION OF INSPECTIONAL AND APPRAISEMENT POSITIONS 


Under date of October 13, 1952, the Civil Service Commission 
issued revised position-classification standards for all customs and 
immigration inspectional employees. Salary adjustments in Customs 
resulting from the application of these new standards will cost approxi- 
mately $600,000 per year. Such salary-rate increases will also cause 
an increase of $40,000 in inspectional overtime costs under the act of 
June 3, 1944. Similar standards revisions for appraisement positions 
are being worked upon in the Civil Service Commission, and it is 


estimated that these revisions will cost $203,300 per year. Other 
normal re lassifications caused by the increased responsibilities 


assigned to various positions are estimated to cost an additional 


gs Wo) 


[ am sure you appreciate the extremely difficult position of the 
bureau of Customs in connection with these increases. The basic 
classification act provides that equal pay shall be given for equal 
work. It has been officially determined by the Civil Service Com- 
mission, which is responsible for administering this act, that the 
grades of our inspectional positions are not in line with the level of 
difficulty of the work performed. The same determination is expected 
with regard to our appraisement positions. Yet we cannot finance 
the increased cost without either securing additional funds or reducing 
substantially the number of employees. Our increasing workload 
makes the latter course extremely undesirable. The additional money 
requested to finance these increased salary costs, in the amount of 
$893,300, is essential to the continued efficient administration of the 
Customs Service, and is of major importance in maintaining the morale 
of its employees. 


















o21 


\M[r. Chairman, this completes my formal statement and I shall be 
glad to discuss with the committee any points on which there may 
be questions. 

Mr. Chairman, I would like to supplement what I have said concern- 
ing reallocations of Customs positions. 

In our budget request for 1954 there is the amount of $203,300 to 
finance the reclassification of certain appraisement positions in accord 
ance with proposed new position standards which have been submitted 
to the Civil Service Commission by the Treasury Department. At 
the time this estimate was prepared and also when it was cleared by 
the Bureau of the Budget, we expected that the new standards would 
be issued by the Civil Service Commission well in advance of July 1, 
53, and that the reclassifications could be made effective on that 
date. However, we have now been advised by the Civil Service Com- 
mission that it will be impossible for them to complete action on the 
proposed standards by July 1, 1953. Wesincerely hope, in the interest 
of our employees, that the new standards will be issued before July 1, 
1954. However, it now appears that we may not be able to effect 
these appraisement reclassifications during fiscal year 1954, and that 
the amount of $203,300 probably should be deducted from our 


estimate 

I would like to make a special point of the fact that the above does 
not affect our request for funds to reclassify inspectional positions, the 
new standards for which have been issued by the Civil Service Com- 
mission and for which the reclassifications are awaiting only the 
availability of funds. 

In other words, Mr. Chairman, when we prepared this estimate, 
we thought that both of these standards would be out. We now 
find that the standards for the appraisement series is not going to b« 
out, so that our estimate is high by $203 300 





COSTS 


SALARY 





INCREASED 








Mr. Canrietp. Mr. Strubinger, your request for 1954 calls for an 
appropriation of $42 million, which is an increase of $1 million ove 
the amount given you for the fiscal vear 1953. Practically all but 


$100,000 of that increase, we understand, is taken up in increased 
salary costs; is that correct? 

Mr. Srrusincer. That is correct Reallocations of inspectors’ 
positions will account for $640,000. 








OF 





BUDGI 
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REDUCTION BY 





Mr. Canrietp. What did the Bureau of the Budget do to your 
request this year? 

Mr. Srrusincer. Our formal estimate was $42,270,000. They 
eliminated $270,000 from our formal estimate. 

Mr. Canrietp. And you plan to absorb the estimated net cost of 
the within-grade and longevity promotions? 

Mr. Srrusincer. The allowance by the Bureau of the Budget 
contemplates that we will absorb those costs. 
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ASSESSMENT AND COLLECTION OF DutTiEs, TAXES, AND FEES 










FUNDS REQUESTED 





FOR FISCAL YEAR 1954 


Mr. CanFieLD. Your first activity is ‘Assessment and collection of 
duties, taxes, and fees.”” For this particular phase of your work you 
are requesting how much? 

Mr. SrrusBinGcer. We are requesting $31,746,200. 

Mr. Canrretp. Which is an increase of 

Mr. Srrusincer. An increase of $858,200. Shall I explain what 
those items are, Mr. Chairman? 





















NEED FOR 





NEW EMPLOYEES 


Mr. CANFieLb. First, will you tell us how many new employees 
you plan to take on under this activity. 

Mr. Srrupincer, The average of new positions that the increase 
would provide in this particular activity would be 5.2. 

Mr. Canrieup. Will you elaborate somewhat on the need for 
these new employees? 

Mr. Srrupincer. The new positions are entirely for the purpose 
of establishing new ports of entry. We have a new bridge—rather, 
it is a road across a dam which will be completed, I think, by the 
Ist of July. It crosses Faleon Dam. We do not have a customs 
office there now and we will be required to establish a customs office 
there. We also have another bridge at Weslaco, Tex., which we will 
have to man. So those positions are entirely for the purpose of 
providing service this year that has not been provided before at places 
where there are going to be new border crossings. 
































DISCREPANCIES BETWEEN CUSTOMS DISTRICTS ON TARIFF DUTIES 





Mr. Taser. Is there any better coordination than there has been 
between customs districts as to rulings? 

Mr. Srrupincer. You mean rulings with respect to classification 
and appraisement? 

Mr. Taner. On imports; yes. I have had the experience where 
certain articles have come in duty-free in New York City while in 
Buffalo they charge a considerable duty; that is, on the same kind of 
articles. That sort of thing does not make an appeal to me and I 
think it ought to be stopped. I think there ought to be uniform 
rulings and we ought not to have importers or, as in this particular 
case, farmers, obliged to pay extra freight charges in order to get 
things in. 

Mr. Srrupincer. The Tariff Act requires a uniform application 
of duties and, so far as we are able to do so, that policy is carried out. 
Occasionally an error is made. I do not think for a minute that there 
are any great number of importations where there is any difference at 
all on rates of duty. To obtain uniformity we have set up a system 
of control by requiring our field officers to clear through a central 
point in New York both the classification and the value of merchandise. 

However, occasionally it does happen on new shipments, on small 
importations through the mails, that some things are passed free of 
duty at one place and at some other place they are made dutiable. 
The reason for that is that we are now examining only about 5 percent 
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of our mail importations; 95 percent of them are passed free of duty 
and from time to time we inevitably are going to pass commercial 
shipments and favor one person against another person. I believe 
the incidents where an item is charged duty in one place or a different 
rate of duty in one place as against another, in the majority of cases, 
are mail importations. 

Mr. Taser. These articles were termed “agricultural implements” in 
one place and something else in another. They were very rood-sized 
articles. 

Mr. Srrusincer. The only thing I can say is that we endeavor to 
apply these tariff rates uniformly, and we have a system to prevent 
exactly what you have said has happened. If it does happen it is 
just an outright e tab I do not believe there are very many of them 

Mr. Taper. [f [ had had success in my efforts to get action, out of 
the Commissioner’s office, I should have felt a little differently about 
t; but I did not have. ; 

Mr. Srrusincer. Mr. Chairman, I might say that we have inves- 
tigated a number of complaints of that kind and invariably we find 
that the person complaining has a misunderstanding of what happened 
at the other port. That is true of certain importations. As I say, 
ve have a system set up whereby an appraising officer has to submit 
through what we call our Customs Information Exchange in New 
York on any original importations once every 3 months, so that at 
that point the classification and value of the merchandise are coordi- 
nated and made uniform, and the appraising officer or the collector’s 
office in a given district does not have discretion in applying rates of 
duty. He must apply the rates that have been previously determined. 

Mr. Taner. Maybe I ought to give your office another fling at it. 

Mr. Srrupincer. I wish you would. If you know of instances of 
that kind, we certainly would like to know about them, and they will 
be corrected. 

COST OF RECLASSIFICATIONS 


Mr. Canrietp. Mr. Strubinger, you have discussed briefly the 
revision of civil-service standards for inspectional positions, and I 
believe you say that the applications of these improved standards 
will increase the annual salaries of inspectional positions by approxi- 
mately $600,000? 

Mr. Strusrncer. $600,000 for the salaries and $40,000 on the pay- 
ments made for overtime on Sundays and holidays, under the act of 
June 30, 1944. The total cost is $640,000. 


NORMAL RECLASSIFICATIONS 


Mr. Canrietp. In your justifications, under the title ‘Normal 
Reclassifications”’ you say that: 


In the Customs Service several factors tend to increase the scope and magni- 
tude of the functions of various positions, and these changes, in turn, result in 
routine, day-to-day reclassifications. 

Will you discuss the three items under that caption on page 111 of 
the justifications. 

Mr. Strunincer. What this really means is that due to the com- 
plexity of the administration of the tariff act and the trade agreements 
acts that have followed it, the difficulty and the responsibility on 
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certain of our officers such as entry clerks and liquidators have been 
reexamined by the ( cone Service Commission and their grades have 
been raised; or, let me put it this way: They have given us standards 
and in the applic ation of those standards we find that a great number 
of our positions have been undergraded. That is true of a lot of posi- 
tions as the work becomes more complex, so that we finally find 
ourselves in a ga-s08 ion Where we have assigned work to a clerk, and 
these clerks are always aware of the fact that the responsibility * thi 
job is that whic h determines the classification of the job, and i 
large number of instances they have brought the matter to our 
attention, filing an appeal for a higher grade. We have processed 
these through the Department, which has sent them on to the Civil 
Service Commission who have said that they are entitled to the highe1 
grad 

In addition to that, we have a system of field inspections by thx 
regional civil-service offices and we are getting reports 2 or 3 times a 
month from these field inspection trips made by civil-service officers 
and in a great many instances they are recommending higher grades 


SITUATIONS AFFECTING MANPOWER REQUIREMENTS 


Mr. Canrretp. On page 114 of the justifications, you refer to “sev- 
eral other situations which will affect ¢ hastened? manpower require- 
ments.’’ Will you now discuss those in more detail? 

Mr. Srrusrncer. We have had in the past 2 years frequent requests 
from various communities—chambers of commerce, or just plain 
people living along the border—for increased service at certain of the 
border ports. At the top of the page I list a number of places where 
we have had such requests and, depending upon the volume of busi- 
ness at a particular port, we establish hours of service which might 
be from 8 o’clock in the morning until 6 at night, or which might be 
from 8 o’clock in the morning until 10 o’clock at night or from 8 to 
11 o’clock, or 24 hours a day. 

The complaints that we are getting for the most part are to extend 
these hours of service. In other words, if a port has service from 8 
o'clock in the morning to 10 at night, they want the service from 
8 o’clock to midnight, or maybe they want it 24 hoursa day. Exten- 
sion of hours of service requires additional manpower. The reason 
given by the persons writing in—and a lot of these requests have the 
endorsement of Members of Congress—is to facilitate commerce and 
to give access, easier access, to Mexico and Canada for people living 
in those communities. 

Mr. Canrreitp. You tell us that Customs has been advised that 
Nogales, Sonora, Mexico, opposite Nogales, Ariz., will become a free 
port. What effect will that have on your operations? 

Mr. STRUBINGER We expect that if the Mexican city of Nogales 
free port, it is going to increase tremendously the 
number of people going over there to make purchases and will probably 
result in a need for additional people at that particular point. 


Pat 
is established as a 


NUMBER OF PERSONS ENTERING THE UNITED STATES 


Mr. Canrietp. You refer to the millions of persons entering the 
United States; I believe you said the total was 105 million, is that 
correct? 





225 


Mr. StruBiNGER. That is correct, sir. 

Mr. Canrietp. Does that number embrace those who may be 
oming in for employment such as those coming in and returning to 
Canada on the same day? 

Mr. SrrusinGeR. It would. I should say that out of the 105 
million probably 95 million are those who cross the Mexican and 
Canadian borders 

Mr. CanFietp. Only a comparatively small number of those hav: 
to be closely scrutinized and checked‘ 

Mr. Srrupincer. Well, as a matter of fact, from the enforcement 
standpoint, along the Mexican border, it is the daily travel back and 
forth that we have to watch more closely, because they make contacts 
on both sides of the border and time and time again we have found 
that these workers who go back and forth daily are the ones who a1 
trying to smuggle narcotics and other things. We actually have to 
process and examine each and every person regardless of where the \ 
come from. 

[ might say that that examination, so far as pedestrains crossing the 
border are concerned, is not as time consuming as that in the case of a 
person arriving by air or on a vessel, where he has baggag« 


LIAISON WITH THE COAST GUARD AND THE BUREAU OF NARCOTICS 


Mr. Canrirtp, Will vou tell us of your liaison with the Coast 
Guard and Narcotics in port operations? 

Mr. Srrupinger. At the present time we have a system of port 
security set up—that is, the Treasury Department has set it up 
whereby the Coast Guard has the responsibility for preventing a vessel 
which might be carrying weapons or any kind of material that would 
be injurious to the United States, from entering a United States 
harbor, without irspection. The Coast Guard. intercepts these 
vessels and makes a decision as to whether or not the vessel should be 
searched. If a decision is made to search the vessel, Customs furnish 
the manpower for the search of the vessel. 

Mr. Canrietp. This phase of your activity really comes unde! 
“Investigation of violations of customs and related laws and regula 
tions’’; is that true? 

Mr. Srrupincer. Yes, it does. May I go off the record for 
minute? 

Mr. CANFIELD. Yes. 

Discussion off the record. 


SUNDAY AND HOLIDAY OVERTIME 


Mr. CanFietp. The total increase requested for Sunday and holiday 
overtime under the act of June 3, 1944, is $73,000. Will you discuss 
that item briefly, Mr. Strubinger? 

Mr. Srruspincer. The total is made up of $40,000 which is the 
increased cost of the normal assignments to Sunday and _ holiday 
overtime brought about by the reclassification of inspectors’ positions. 
93,000 is for new border ports to cover the increased cost to open 
2 new border ports; and $25,000 is for the purpose of establishing 
about 10 additional assignments. Those 10 additional assignments 


would be on an annual basis; probably there will be 15 or 20 suc 


i 
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assignments of Sundays and holidays during the summertime when 
we have our rush season on the Canadian border. 


REPLACEMENT OF EQUIPMENT 


Mr. Canrie_p. You are asking a total of $300,000 for new equip- 
ment for 1954? 

Mr. StRUBINGER. Yes, sir. 

Mr. Canrietp. Will you elaborate on that item somewhat? 

Mr. Srrupincer. In 1953 it is planned to spend $60,000 to replace 
50 automobiles which are 6 years old or more. What we would like 
to do in 1954 is to replace 100 ears. 

We have found that the program we have been following of replacing 
cars once in 14 years is just not economical from the standpoint of 
repair or having a good car available when we need it. We have to 
have cars that can compete with smugglers and they have got to be 
good, fast cars. They have got be be in good condition or we are not 
going to be able to run them down. 

As a matter of economics, in any event, I think we all know that 
when a car gets into a state of disrepair or gets too old, so that ex- 
pensive repairs are required, in the long run we do not save moeny 
that way. 

Mr. Canrretp. Do you have the mileage records of these cars? 

Mr. Srrupincer. Yes, sir. 

Mir. CANFIELD. What would be the average? 

Mr. Srrupincer. Our criteria for replacing cars is 60,000 miles or 
6 years of age, one or the other. 


NUMBER OF CARS CONFISCATED 


Mr. Canrie.p. Are you confiscating any modern, highspeed cars 
these days? 

Mr. SrruBINGER. We are. However, there are not too many of 
them that are usable. Last year there were 488 cars seized by all 
agencies under customs laws; 15 of those cars were assigned to customs 
use and 9 were assigned to other agencies. A good many of those 
488 cars that were seized were subsequently released. 

We find that a great many of the cars are subject to hens by loan 
companies, or that the car itself is used for illegal purposes by a person 
other than the owner and without permission. When a petition for 
relief of the seizure is submitted to the Bureau and the owner of the 
car demonstrates that he was not a part to the smuggling operation; 
or if it is a finance company and they took all reasonable means to 
look into the character of the person, and the person was not of bad 
character at the time the loan was made, we release the car to the 
finance company upon the payment of the difference between the 
present appraised value of the car and the unpaid balance. What we 
try to do is to render unharmed the finance company with respect to 
the outstanding loan that they have against the car. 

Mr. CanrieLp. How many of those cars stay seized, so to speak? 

Mr. Srrusincer. How many of those cars were forfeited? Is that 
the question, sir? 

Mr. CanFie.p. Yes. 
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Mr. SrruBINGER. I do not believe we have that figure, Mr. Chair- 
man. 

Mr. CanFievp. In other words, you have given us the number of 
cars seized, 

Mr. Srrusincer. The difference between those figures represents 
seizures but not necessarily forfeitures. ‘The car does not belong to 
the Government until it is forfeited and a great manv of these cars 
are returned to the rightful owner. 

We have had actually assigned for customs use 15 cars and 9 have 
been assigned to other agencies. ‘There were undoubtedly a number of 
other cars which were forfeited but which we found were not usable 
and which we probably turned over to GSA for sale. We will supply 
that figure for the record. Ido not have it with me 

The total number of forfeited cars was 84 


NEW CUSTOMS-IMMIGRATION BORDER BUILDINGS 


Mr. Canrietp. Mr. Strubinger, you tell us that under the act of 
June 26, 1930, it has been the responsibility of the Bureau of Customs 
and the Immigration and Naturalization Service, jointly, to provide 
combination living quarters and inspection stations at remote border- 
crossing points. In these estimates you have money for how many of 
such new buildings? 

Mr. SrrupinGcer. For three. 

Mr. CanrteLp. And they are to be located where and at what cost? 

Mr. Strupmncer. At Andrade, Calif.; Columbus. N. Nex., and 
Dunseith, N. Dak. Each of these three will cost $30,000. Customs 
puts up $15,000 and the Immigration Service $15,000. 

Mr. Canrietp. What type of construction are thev? 

Mr. Srrusincer. It is a combination living quarters and office. 

Mr. Canrretp. What type of construction? 

Mr. Srrupincer. They are usually one-floor buildings with an 
office in the middle and living quarters on either side. They have a 
bath and two bedrooms and a kitchen 

Mr. Canrretp. Are they frame butldings? 

Mr. Srrusincer. It depends upon the location. The one at 
Andrade, Calif., I imagine, will be stueco or probably adobe brick; 
New Mexico the same, and in North Dakota I think they will put 
up either a stone or a brick building. [| am not sure about that. 

Mr. CanrFie_p. The program and performance of the Bureau of 
Customs is broken down into six items. The firs is Assessment and 
Collection of Duties, Taxes, and Fees. The second is Appraisal of 
Imported Merchandise. The third is Investigations of Violations of 
Customs and Related Laws and Regulations. 

The fourth is ‘“‘Audit of collection and merchandise accounts.” 
The fifth is ‘Analysis and identification of merchandise for tariff 
purposes.”” The sixth is ‘‘Executive direction.” 

We are now examining the witnesses on the first phase, ‘Assessment 
and collection of duties, taxes, and fees.” Mr. Gary has the witness 


REORGANIZATION PLAN 


Mr. Gary. Mr. Strubinger, what is the status of the reorganiza- 
tion plan? 
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Mr. Srrusincer. | know of no present plan for a reorganization 
of our collection districts. As you know, a plan was submitted to 
Congress, but it was rejected. What the De :partment is doing on it 
now, I do not know 

Mr. Gary. A plan was submitted last year? 

Mr. SrrusBinGcer. That is correct. 

Mr. Gary. And was rejected in the Senate by one vote? 

Mr. Srrusincer. That is correct. 

Mr. Gary. And, so far as you know, there is no plan at the present 
time to resubmit it? 

Mr. Srrupincer. | have heard nothing of it 


WORKLOAD DATA 


Mr. Gary. | notice on page 104 of the justifications you have a 
rather elaborate table showing significant workload data. Mr. Chair- 
man, | suggest that the table be inserted in the record. 

Mr. CaNnFieLp. Without objection, that will be done. 

The table referred to will be found on p. 502 of the record.) 

Mr. Gary. On page 119 you have another table, also headed 
“Sienificant workload data.’’ What is the difference between the 
two tables? 


> 


Mr. Strusincer. The table on my page 3 and page 18 are the same 
except for more detailed information on page 18, which refers only 
to the collectors’ activitv. 

Mr. Gary. Are the figures in the table on page 18 embraced in the 
table on page 3? 

Mr. Srruspincer. Yes; they are, so far as they are applicable. 


You will notice in the 1950 column the total for formal entries is 
734,760. That is the first figure that appears at the top of page 3. 
The table on page 3 goes back to 1947, whereas the table on page 18 
starts at 1950 

Mr. Gary. I suggest we insert that table in the record at this 
point, Mr. Chairman. 

Mr. CanFre_p. Without objection, that will be done. 

(The table referred to will be found at p. 509 of the record.) 

Mr. Gary. What about the table on page 21, which is headed 
“Workload Data?’ 

Mr. Srruprncer. That has to do with the appraiser’s workload; 
and, again, those figures are on page 3, where they are pertinent. 

Mr. Gary. There are figures go beyond the 1952 period and give us 
figures for 1953 and 1954? 

Mr. STRUBINGER That is correct. In other words, we are required 
to estimate the contemplated workload for the coming years, 

Mr. Gary. Mr. Chairman, I suggest that that table be put in the 
record, as well as the table on page 25. 

Mr. CanrieL_p. Without objection, that will be done. 

Mr. Gary. And the table on page 29 I suggest be put in the record. 

Mr. Canrre._p. Without objection, that will be done. 

The tables referred to above will be found on pp. 510, 512, and 
513 of the record 
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BORDER PORTS 






Mr. Gary. On page 114 of the justifications you have some reference 
to border ports. Do these ports pay for themselves? 

Mr. Srrupineer. A great many of them do not. The cost of col- 
lecting a dollar at a lot of these border ports is away over a dollar. 

Mr. Gary. What is the justification for retaining them? 

Mr. Srrupincer. Purely service to the community. In other 
words, it is a matter of access of United States citizens to Canada 
and the reverse. Without those border ports there just would not 
be any access. The requests that we have had are to extend these 
border ports, which are for the most part turned down because of 
that very feature, that it would increase the cost without any com- 
parable increase in revenue. 

Mr. Gary. You mean that a person in Canada could not cross the 
border into the United States at a point where there is no port? 

Mr. Srrupincer. That is correct. 

Mr. Gary. He would have to go to a port of entry? 

Mr. Strusrncer. That is right. 



















POLICING SERVICES 









Mr. Gary. Do they perform any services in policing? 
Mr. Struprncer. You mean the customs officers there? 
Mr. Gary. Yes. 
Mr. SrrusinGer. Oh, surely. They do not ride the border, or 
go along the border, back and forth. Our old border patrol did that. 
The only enforcement actually along the Canadian border is at the 
ports of entry, except that the Immigration Service does have a 
border patrol and they do apprehend smugglers, and people who have 
crossed illegally at some other point. They bring them into a Customs 
point of entry and turn them over to Customs. But we do not have a 
border patrol any more. 

Mr. Gary. Some of these ports are on the Mexican border? 

Mr. Strusineer. The same thing is true there, with this exception, 
that along the Mexican border, when we abolished the southwest 
patrol, we established 50 additional customs agents positions and that 
"is controlled much more tightly than the Canadian border and for a 
very good reason. We do not think there is much danger along the 
Canadian border except for petty smuggling, such as hay and feed, 
butter and eggs, things of that kind. Along the Mexican border we 
have an entirely different problem because of the production of mari- 
huana in Mexico. We have found through experience that the addi- 
tional customs agents that we established in the areas along the 
Mexican border have been just as effective in curtailing smuggling 
as was our old patrol; their method is contact and purchase of infor- 
mation. 






























SMUGGLING OF LABOR 








Mr. Gary. You also have the problem of smuggling labor in, do 
you not? 

Mr. Srruspinger. That is an immigration problem. However, if 
we run into it, we cooperate to this extent. If we find that somebody 
has entered illegally, we immediately notify immigration. But 
immigration and customs work side by side along the Mexican border, 
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with the exception that immigration does have a border patrol but they 
do not patrol right along the land borders. In other words, an effec- 
tive patrol by the Immigration Service is a road sometimes 25 or 50 
miles north of the border; because anybody coming across the border 
is going to have to have some means of access to large cities and they 
find, instead of riding along the border, that they can do better by 
patroling the roads and stopping persons who apparently have no 
business being there. I have been stopped several times myself, 
just as a matter of routine. They ask you who you are and where 
you are going, and so forth. 


FREE PORT IN MEXICO 


Mr. Gary. You referred to free ports. What do you call a free 
port? 

Mr. SrrupinGer. A free port in the sense that it is used in Mexico 
is a place where articles from anywhere in the world can be brought in 
without the collection of duties by the Mexican Government. You 
have such a situation at Tia Juana today. ‘They have a free port at 
Tia Juana. In other words, customs duties do not apply to imports 
into Tia Juana. 

Mr. Gary. Mexico collects no customs at all there? 

Mr. SrruBinGer. That is correct. 

Mr. Gary. On any articles coming in? 

Mr. SrrupinGcer. That is correct. It is my understanding that 
that is usually done to create a tourist attraction for buying. 


EXAMINATION OF INCOMING FOREIGN MAIL PACKAGES 


Mr. Gary. Mr. Strubinger, you stated that at the present time 
you are examining only about 5 percent of the foreign mail packages 
coming into the United States. 

Mr. StruBINGER. Yes, sir. 

Mr. Gary. How is the 5 percent selected? 

Mr. SrrusinGer. We have what is known as the initial segregation 
of mail packages, and the employee who performs that duty tries to 
select from all the packages he gets, the ones he thinks are the most 
important from the standpoint of tariffs, or those that he may believe 
contain articles which are prohibited of importation. 

Mr. Gary. It is not done purely on a spot-check basis? 

Mr. StrupinGer. It is not done on a spot-check basis. We do not 
take one bag and examine all of them and then let the next 2 or 3 go 
by. The bags are dumped usually on a table and an experienced man 
will pick up the package and look at it and pass it on for examination, 
or put a free stamp on it and pass it out. 

Mr. Gary. I believe you said that you get about $3 million a year 
from that 5 percent. 

Mr. Srrupincer. That is correct, sir. 

Mr. Gary. It would not follow that you would get the proportionate 
amount of revenue from examining the other 95 percent? 

Mr. Strupincer. No, it would not. However, we do believe we 
could very well increase that percentage to say 10 or 15 percent and 
collect 3 times as much as we spend on the examination. We have 
made 2 or 3 studies in that respect and have come up with some 
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figures that indicate that a 10- or 15-percent examination would pay 
for itself about 2 or 3 times over 


RATIO OF COSTS TO REVENUE 


Mr. Gary. You further stated that it is costing now about 5.4 
percent to collect the customs revenue. 

Mr. Srrupincer. That is correct; yes, sir. 

Mr. Gary. If you had additional personnel, would you not be able 
to collect a great deal more revenue? 

Mr. Strupineer. We think we could. There are a lot of factors, 
however, that would tend to make that possible either up or down. 
If the volume of business fell off, for example, why then your costs of 
collection would probably go up. Taking the same volume of business 
n any given year, more employees would inevitably collect’ more 
revenue up to a point to where you would become overloaded. 

Mr. Gary. The Bureau of Internal Revenue uses the figure of 
10 to 20 to 1. In other words, they claim for every additional em- 
ployee they are given they can show an increase in revenue of from 
10 to 20 to 1 on the cost of the employee. 

Have you made any similar calculations as to what additional 
employees would mean to your bureau? 

Mr. StrusinGer. Historically, our figures show about 15 to 1. 
[In other words, for every dollar we spend we get about $15 back. 
Whether or not that would continue as a matter of fact is conjecture, 
because we are not in the same position as Internal Revenue in that 
they can take a certain area and throw prople into it and get that 
much more revenue. Ours depends, first of all, upon the volume of 
imports. We do feel, and have made some studies in that respect, 
that on a given volume of business more employees will produce 
more revenue. The mail importations are an example. 

Now, the revenue from mail importations would not run that much; 
would not run 15 to 1. It would approximate, I| believe, 3 to 1. 

One of the things we feel would substantiate our claim is that we 
believe, and it has been said a number of times by people other than 
customs people, that one of the deterrents to importations is the delay 
in getting things through customs and getting final figures. Certainly, 
more personnel would speed that up considerably, and if we encourage 
importations we are bound to get more revenue. We do feel that 
outside of that area there are many instances where a closer scrutiny 
of the transactions themselves would result in more revenue. 

Mr. Gary. I would suggest that in making your presentation for 
additional personnel, whenever you can, you try to give some estimate 
as to the additional revenue those people would bring in, because, 
frankly, it has a definite appeal to the Congress. 

We, of course, are facing a very difficult situation at the present 
time. The fiscal condition of the United States is rather alarming, 
and with all the defense expenditures that we have to make we are 
trying to cut down nondefense expenditures as much as possible. 
However, if by cutting down particular expenses, we are reducing the 
revenue, it is not economy. If we could put more men to work in 
Customs and increase our revenue more than the amount that we pay 
for the services of those men, we are improving our condition rather 
than worsening it. I would therefore suggest that, whenever you 
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present a request for an increase of personnel, you give that question 
some consideration. I realize that some of your personnel would not 
work that way because they are putting a large portion of their time 
on im porte int non-revenue- produci ing services, such as preventing 
the importation of narcotics into the United States. I think that is 
very important to the morals and the health of our people, particularly 
since the use of marahuana is becoming very alarming at the present 
time and is striking at the youth of our land, which is more important 
than dollars. But I think the more information you can give along 
that line the better your chances are of getting these additional 
positions, and I suggest that you give some consideration to that in 
the future in presenting these requests. 

Mr. Srruspincer. Thank you, Mr. Gary. I am sure we will. 

Mr. Gary. Have you ever made an approach of that kind to the 
Bureau of the Budget? 

Mr. Srrupincer. We have recently made a study in that respect. 
We are confronted with this problem on that approach, in that we 
cannot prove a thing. On the basis of past performance, we can show 
that our ratio is 15 to 1 and I believe that a reasonable increase would 
continue that ratio. However, I cannot produce figures that would 
prove that is going to happen. 

Mr. Gary. I do not think you can produce precise figures, and 
I do not think that it would apply to all of your personnel. 

Mr. SrruBINGER. It does not. 

Mr. Gary. But take the foreign mail, it seems to me that you ought 
to be examining more than 5 percent of it. I am rather inclined to 
agree with you it would not be profitable to examine all of it, but to 
examine 10 or 15 percent of it may be profitable, and if you could get 
a 3-to-1 return on it, I think we ought to give you the personnel to 
enable you to examine that 15 percent. 

At some point along the line you are bound to reach the point of 
diminishing returns. At times it is difficult to know where that point 
is. After all, the whole thing is an estimate. I am inclined to believe 
that vou could make a pretty good case, that in certain instances an 
increase in personnel would result in an increase in revenue. And 
while you could not give the exact dollar figure and make your point 
with absolute mathematical precision, at the same time you could give 
a reasonable estimate based upon past performance that would be 
effective 

Mr. Srrunrncer. In answer to your previous question, whether 
this has ever been presented to the Bureau of the Budget, we did 
present the mail problem to the Bureau of the Budget. 

Mr. Gary. That ms - problem appeals to me very much. 

Mr. CanFiretp. Mr. James. 


ENFORCEMENT OF REGULATIONS OF OTHER FEDERAL AGENCIES 


Mr. James. Mr. Strubinger, on page 5 of your opening statement 
you call attention to the dual responsibilities of Customs and after 
some discussion of that matter you say 

As an enforcement organization, Customs is not only concerned with the 


primary functions of combating smuggling and frauds on the revenue, but also 
in enforcing the regulations of many other Federal agencies. 
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Now, are any of those services duplications of the services of those 
ther agencies? 

Mr. Srrusrncer. No, sir, I do not think so. Usually there are 
two types of services we perform for other agencies. One is that we 
do the entire enforcement job, or we do an enforcement job in 
ooperation with another agency. 

As an example of one of the enforcement jobs we do, in the export- 
ontrol program we do all that work for Export Control. We ar 
eimbursed by Export Control for the portion of that work we do. 

In the internal-revenue field, as an example, we collect the internal 
revenue taxes on all imported merchandise. In narcotics we, of 
ourse, have the primary responsibility of prevention of narcotics 

Mr JAMES. As you go along, will vou give us the ones that relm 
burse you? 

Mr. Srrusincer. The Export Control is the only one that reim 
burses us 

Mr. James. For which you receive payment? 

Mr. Srrupineer. That is right. It is the primary responsibility 
of Customs to prevent narcotics coming into the country. However, 

far as the transportation and use of narcotics in the country is 
concerned, we work together with the Bureau of Narcotics and on 
cases. If it is a domestic violation, or an importation, we still work 
with Narcotics if we have been in the case from the time that it started 

With regard to the mint, it is principally with respect to the « nfore ( 
ment of the Gold Reserve Act, the illegal expor tation of rol {, and of 
course seeing that imported gold goes into the right channels 

We work hand-in-glove with the Immigration Service and in many 
places there is no immigration officer at all, and our people perforn 
the full immigration job 

The Bureau of Animal Industry and the Bureau of Entomology 
and Plant Quarantine have to do with the prevention of the introduc- 
tion into the United States of food products that are subject to 
inspection. We help them out first of all by taking samples, turning 
them over to the latter Bureau if they have a local agent. If not, we 
make a determination ourselves. 

With regard to entomology and plant quarantine, it is a question of 
having a list of prohibited items. For instance, you cannot bring 
avocados or mangoes in from Mexico, and our customs officers, as a 
matter of fact, stop them. There are many other cases where the 
product may be diseased, or contains some insect that is harmful to 
the economy of the United States. 

The Production and Marketing Administration of the Department 
of Agriculture issues quotas on various types of farm products, and 
we administer that entirely for the Department of Agriculture. 

The Office of International Trade has to do with export control, and 
we supply the Bureau of the Census with copies of our entries from 
which they compile all the import statistics. 

Mr. James. Mr. Strubinger, with respect to the activities that you 
have just discussed, it seems to me that we have heard from other 
departments of Government and agencies, justification for doing 
substantially what you have said that you do in the Bureau of Customs. 

Mr. Srrupincer. Well, I have no doubt that all of these various 
departments do work in the same field. The reason that we get into 
these various activities of other agencies is because Customs, being at 
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the front, so to speak, and along the border and seaports, is the first 
one that, sees these various things that come in. Customs has histori- 
cally called to their attention anything that might endanger the health, 
welfare, and security of the country. 

Mr. James. I can see that Customs is in a position to head off a lot 
of illegal entry into the country and that sort of thing, but on the first 
page of your statement you say: 

In the fiscal vear 1952 customs collections amounted to over $748 million and it 

xactly 5.4 cents to collect each dollar. 

Now, if you were to take all the man-hours that must have gone into 
these other activities, am I right in saying that the cost of collection 
the primary duty of your agency—would be much less than 5.4 cents? 

Mr. StruBINGER. It would be tte a bit less. 

Mr. James. I suppose it would be a very unwieldy thing to try to 
have some of these other agencies complete their own job on the spot 
[ suppose it would be even more costly than it is 

\ir. Strupincer. I am sure that it would. In other words, if they 
had to place men right alongside ours to do perhaps a half hour’s or 
in hour’s work a d: av, it would be ve ry costly. 

Mr. James. And yet the man-hours devoted to this added work by 
your employees must be quite great. 

Mr. Strupincer. That is right. It amounts to a considerable 
amount of time 

BACKLOG OF WORK 


Mr. James. With regard to your backlog of work, you say on page 3 
of your statement: 


Partly as a result of the unprocessed invoices but mainly because of insufficient 
actual calculations, the backlog of unliquidated entries is still 


POSSIBILITY OF USING NEW TYPES OF MACHINES 


Now, vour words “to make actual calculations’? come to mind. 
Has there been any continuing study of the possibility of developing, 
or of adopting, some of the very wonderful new devices that con- 
siderably reduce the worktime in calculation, or related activities, and 
which apparently come up with accurate answers very quickly and at 
much less expense than when like work is done by manpower alone. 

Mr. Srrusincer. You are referring, I believe, to the IBM brain, 
they call it 

Mr. James. Yes, and the other various types of machines that are 
being developed. 

Mr. Srrupincer. Yes; we have been studying that. The only 
lace we feel that type of equipment can be used is in New York 
vecause in the rest of our places the volume of business is small, so 
small that it would not warrant that kind of expenditure. We have 
had studies made in the past and are continuing them. I have 
several times requested the mechanical tabulating people to examine 
certain types of our work in New York to see whether or not we could 

helped up there. We have at the present time an installation of 
mechanical tabulating equipment in New York, which is probably at 
this time being used to about 40 percent of capacity. Even there it 
is saving us a tremendous amount of money over the hand job we did 
before, but we have at the present time under consideration a half 
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dozen different things to put on the machines in order to bring theu 
ise up nearer to their capacity and at the same time eliminate som: 
of this type of manual figuring that you are speaking of 


DETERMINATION OF DUTIABLE IMPORT VALUES 


Mr. James. Now, with respect to clearing shipments to importers 
that they may know their overall costs, including duty—which | 
inderstand in some instances is 9 months a schedule—are ther 
not many responsible importers, like the big department stores, for 
example, who employ men, probably as expert as yours, in determining 
valuations for duty, because they have had experience over a pe tied 
of years? Could not a lot of that backlog be cleared by conference 
and adjustment without going through all the motions of investigation 
and analysis and all of that business? 

Mr. Srrupincer. Well, sir, the big job in determining the final 
end cost is the determination of value. Now, a particular importer, 
while he may know what he paid for that merchandise, that value is 
not necessarily the value for customs purposes, and as a result we have 
to go to the foreign market to find out exactly what the real value of 
that merchandise is because the law has defined the basis of value, 
ind it is entirely probable a man has paid a certain price and is per 
fectly honest in reporting, but that is not necessarily the value we 
have to use for customs purposes. 

Mr. James. Would not these very reliable importers, who are doing 
a very large volume of business year in and year out, in their own 
interest, as well as in the interest of expediting customs business, be 
willing to furnish you with a statement of their judgment, and then 
out of the experience of your men they could be found to be right, or 
a little bit off, and a short conference might result in an agreement 
that would be satisfactory to both sides. 

Mr. Srrupincer. That is exactly what is done. 

Mr. James. It is? 

Mr. Srrupincer. Yes. They do furnish us, first of all, the invoice 
price, or the price that they pay for the merchandise. They usually 
file with the invoice what we call a submission sheet. It is a request 
for information on value. At the same time, when that is filed, it is 
filed with the understanding that they will submit to us any additional 
information they may have. 

Now, here is a difficulty in arriving at a value: A man may contract 
to buy something 6 months ago and may have agreed on a price 6 
months ago, but that is not necessarily the value of the merchandise 
that we use. We have to use the value at the time of exportation, and 
the prices in the last 2 or 3 years have been going up all the time. So 
we are always confronted with a determination of value that may be 
very difficult. It may be substantial and it may be nominal, but there 
is a good chance there is a difference and that has to be examined 
carefully. 

Mr. James. In the case of an importation, where the importer gets a 
release of the merchandise and there is an understanding that the 
actual amount of duty to be paid will be worked out in time which 
may take 9 months or so; in arriving at the dutiable value, do you 
take then the value at date of importation, or the date of 9 months or 
so later when you finally settle that particular case? 
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\ir. Srrupincer. No. As far as the value is concerned, we always 
use the date of exportation. 

Mr. James. No matter how long it may take you to process it? 

Mr. Srrupincer. That ts correct, sir. 


INSPECTIONS MADE BY THE ASSISTANT COMMISSIONER 


Mr. Steminskr. I want to express my appreciation to Mr. Stru- 
binger, Mr. Chairman, and his associates. Since I have been on this 
distinguished committee, I note that he is a leader whose bureau 
combines the “field’’ approach with an administrative one. In the 
last 2 years he has inspected his bureau’s operations in Europe and 
the Orient as well as in this hemisphere. I think it is assuring to the 
Congress to know that here is a man, having been out among men 
with a firsthand knowledge of the problem, who can speak with au- 
thority. I am pleased with his sincerity and his dedication to a job. 

[ have just 1 or 2 short questions. 


FOUNDING OF THE CUSTOMS SERVICE 


When did the customs service come into being? 

Mr. SrruBINGER. 1789. 

Mr. Sremrnskr. Was it in conjunction with the Coast Guard, or did 
Customs prompt the formation of the Coast Guard? 

Mr. Strusincer. I am not sure whether Customs preceded the 
Coast Guard or came immediately thereafter. The second act of 
Congress created the Customs Bureau, and I think the Coast Guard 
came right behind. 


INADVISABILITY OF TRANSFERRING THE COAST GUARD 


Mr. Sremrinskt. It seems reasonable to assume that Customs called 
for the Coast Guard to help it do a job, and it might be a bit difficult 
if the Coast Guard were to be put under the Department of Com- 
merce, thereby creating a possible gap in your field functions, might it 
not? 

Mr. Srrupincer. I would have to give my personal opinion on 
that, Mr. Sieminski, but in my opinion it would be very detrimental 
to the operation of Customs if the Coast Guard were to be separated 
from the Treasury. 

Mr. Steminski. Do you know what the lowest cost in your history 
has been to operate your bureau? 

Mr. Srrupineer. I think that I could dig up a figure on that,} but 
I have no idea 


GROWTH IN GOVERNMENT SINCE INCEPTION DUE TO INCREASES IN 
WORKLOAD 


Mr. Sreminski. These are merely research questions. You need 
not now answer them; they are given to stimulate thought, to draw a 
comparison between what it cost the Bureau to run when it was first 
set up, with our trade being what it was then and what you are asking 
now in relation to current trade. 

Recently there appeared a series of articles in a local paper discussing 
some of our key Cabinet departments, and when they came to a parti- 
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ular department it was indeed fascinating to note that at one time 
there was a Cabinet officer with only 4 or 5 clerks. Rarely do such 
articles develop another side of the story; that is, what were the 
problems then in terms of population, in terms of America’s income 
and of America’s interest in world affairs, and so forth. All the 
Secretary of State needed in 1776 was 5 clerks. He could not get 
along with that today any more than the Secretary of the Treasury 
could get along with what the first Secretary of the Treasury had 
when our country was founded. And J want by this testimony to 
highlight the need for balanced observations so that we are fair to 
men like you, and men like the Secretary of the Treasury, and men 
in the Coast Guard who are asking for funds in view of the bursting 
growth of this Nation. Conspicuously omitted in such presentations 
have been the workloads that have accompanied the growth of the 
Nation. It costs money to run the Constitution. Excuse me if I seem 
to lecture. But in 1953 it seems a bit unfair to deal with only portions 
of a problem like yours. The ax is out to knock this Government on 
its pins; and, if we must weaken it, let us do so with all colors flying, 
on both sides of the issues. 

Mr. Gary. Do you think that any of those people who advocate 
that we return to those days would be willing to return to the profits 
earned in those days? 

Mr. Steminski. Not only that, Mr. Gary; but, in terms of health, 
in terms of longevity, in terms of happiness, and in terms of rapid 
communication to shorten the span of absence from loved ones, we 
must measure services rendered and benefits derived for all concerned 
when these issues are met. 


FIFTY-CENT DOLLAR 


Another thing I would like to bring out is the fact that so often our 
dollar is talked of as being a 50-cent dollar and that with it, if we are 
not careful, we are going to be in trouble. Not so long ago, under 
lend-lease, we had a zero dollar, when we in effect gave stuff away to 
survive: then we climbed to a 50-cent dollar, which is better than 
giving the stuff away to help people survive and reconstruct them- 
selves and their nations. We made the dollar available to others so 
that they could trade after having received adequate aid. We are 
climbing uphill, I trust, from here on out. 


CUSTOMS ACTIVITIES IN THE TERRITORIES AND POSSESSIONS 


In closing, do you have a uniform rule of customs operations in 
the Virgin Islands, Puerto Rico, Hawaii, and Alaska? 

Mr. Struspincer. No. Alaska, Honolulu, and Puerto Rico operate 
under the United States customs laws. The Virgin Islands have a 
different law. It is a 6-percent ad valorem law and a free list. 

Mr. Sreminskri. Would you be in a position to comment on the 
difference in your effort at supervision in the Virgin Islands, Puerto 
Rico, Alaska, and Hawaii? Does it make any difference because 
Puerto Rico turns little if anything back to the Treasury of the 
United States? 

Yet, the Virgin Islands turns its tax money over to Uncle Sam. 
Does that interfere with your workload in any way? 
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Mr. Srrusincer. I would not say that we have any more difficult 
problen m in supervising Puerto Rico than we have in our own customs 
here. ‘They are supervised by us, and we do send people down ther 
to look over theu oper: itions to see that the v are oper iting the ee 
way that we are. As far as the Virgin Islands are concerned, it is a 
very small customs operation there. The smuggling elie is 
acute because no enlorcement people are down there. We havi 
very recently had a man go down there to make quite a long study 
of the smuggling problem in the Virgin Islands, and just about 10 
days ago we had a letter from the Governor in which he said that 
he was going to try to establish some enforcement jobs in the Virgin 
Islands 

Mr. Steminskt. What will happen when Hawaii becomes a full 
State? How will that affect your operations out there? 

Mr. Srrupincer. Very little. 

Mr. Stmminski. Will they provide more of their own indigenous 
personnel and charge that up to operating the State? 

Mr. StrupInGer. No, sir. 

The money that is used to operate the Hawaiian Islands comes 
from our own appropriations; and, as I see it, there would be no 
change at all. 

Mr. Stemrnskr. Cannot they help supplement our appropriations 
from local revenues if you need them? 

Mr. Srrupincer. The money collected goes into the customs col- 
lections now; so, I cannot see any change at all. 

Mr. Steminsxr. How about enforcement against illicit trade like 
drugs and opium and stuff like that? 

Mr. Srrusincer. Again, we are carrying out that program within 
our own appropriation. Actually, | would see very little change in 
the customs picture as far as the Hawaiian Islands are concerned if 
it becomes a State. 

SMUGGLING IN ALASKA 


Mr. Srteminskt. Is it possible ever to have a smuggling operation 
going on across the Bering Sea between Alaska and Siberia? 

Mr. Srrusincer. It would be possible, of course. However, the 
remoteness of their landing would probably prohibit it. The access 
to a center of population there, for purposes of narcotics, is such a 
problem that I do not believe anyone would attempt it. 

Mr. Steminsxkt. I am thinking of the smuggling of gold. Siberia 
is a great gold producer and, if the Reds wanted to get funds to the 
Reds in America, it is a gateway that has not been in our conscience 
as a Nation, because Alaska has been so far away, but could some 
sort of traffic go on across the Bering Sea up there? 

Mr. Srrusincer. It is possible. However, I think that the Coast 
Guard and the Air Force, and probably the Navy, have that pretty 
well scrutinized by their flights up there. 

Mr. Sremrinskt. I think it is well to get that into the record. 

Thank you, Mr. Chairman. 


NUMBER OF BORDER POSTS 


Mr. Gary. Mr. Strubinger, we were discussing the border ports a 
little while ago. How many border ports do we have now? 





Mr. SrruspinGer. I will have to supply that for the record. 
(The information requested is as follows:) 


There are 194 border ports. 
DISTANCES BETWEEN BORDER PORTS 


Mr. Gary. I would like for you to supply for the record the number 
that you have and the approximate spacing along the Canadian border 
and the Mexican border 

Mr. Srrupincer. That presents quite a problem, Mr. Gary, 
lepending on what States you are dealing with. The spacing might 
be from a few miles to 50 or 70 miles In Vermont, Maine, and 
northern New York the ports are rather close together because vou 
have a concentration of population on both sides of the border 
When you get to North Dakota, South Dakota, and Montana they 
are 50 to 75 miles apart in some instances. 

Mr. Gary. I do not want it accurate, but just sort of an average 
igure. I think that it would be a good idea if you could get a small 
map and let us have it 

Mr. SrrusinGcer. | have such a map that I can give you. It will 
ndicate just about what you are asking for. 

Mr. Gary. That is fine 

Mr. Srrupincer. There will be no scale to it. 

Mr. Gary. I do not want that. 

Mr. SrrusinGer. | can supply that for the committee. 

Mr. Gary. What I wanted was an approximation. We were dis- 
cussing the fact that if you closed some of these ports people would 
have to go to another port. How far will they have to go, 100 miles, 


200 miies, or 500 miles? I did not want the exact mileage, but approx- 
imately. I think it is well to have the approximation for the record. 


PRELIMINARY ESTIMATES FOR FISCAL YEAR 1954 


Mr. Canrre.p. Before we take up the second phase of your activity, 
I would like to make a brief statement. 

In your presentation today, Mr. Strubinger, you belabor the sub- 
ject of backlogs, delays, and complaints. Reference has been made 
here to the fact that the Bureau of Internal Revenue holds that for 
every dollar expended on front-line enforcement work some $10 to 
$20 is developed in revenue to the Treasury of the United States. It 
is my understanding that those figures are often questioned. For 
instance, I believe the millions of dollars that periodically are paid 
back in refunds for improper assessments and collections are not 
included. 

You tell us today if you had more personnel you could collect more 
revenue, and when the question of the ratio was directed to you you 
said that historically, in the Bureau of Customs, it had been referred 
to as a 15 to 1 ratio 

Now, if it is true that you are suffering all of these backlogs and 
delays and complaints, and if it is true if you had more personnel 
vou could collect more revenue, why is it that the Bureau, when it 
¢oes before the Bureau of the Budget, does not ask for sufficient funds? 
I have in mind vour testimony today that vour requests for the new 
fiscal year were only cut some $200,000 by the Budget Bureau l 
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might say in passing, before you answer the question, that back in 
1948 your Bureau was cut almost 10 percent by the Congress, which 
at that time directed an outside engineering concern, McKinsey Co 
to conduct a survey History records that the Bureau seemingly 
made out all right during that fiscal year, and the sequence of that 
operation by the Congress was this, that the next year, when thi 
Secretary of the Treasury and the Customs Bureau authorities cam: 
before us, they esked for $500,000 below the reduced figure of thi 
prior veal Yo ecall that, do you not? 

Mr. Srrusincer. I do, sir. 

Mr. Chairman, the preliminary estimates that we submitted to thx 
Bureau of the Budget were for $44,780,000. When we received the 
allowance figure from the Bureau of the Budget, it was $42,270,000, 
which is the only amount that we could ask for. Then when the 
figure was subsequently transmitted to the Bureau of the Budget the 
amount was reduced to $42,000,000. 

Mr. Canrrevp. The additional funds that you requested of the 
sureau of the Budget in your original presentation embraced the 
employment of more personnel. of course? 

Mr. SrruBINGER. Yes; it did; approximately 800 additional em- 
ployees 

ADDITIONAL PERSONNEL FOR FISCAL YEAR 1953 


Mr. CanFie.p. Is it not true that Congress allowed you some addi- 
tional personnel last year? 

Mr. Strupincer. Yes. The 1953 appropriation, as passed by the 
Congress, contemplated that we would have 140 additional employees. 
Now, if I may, I would like to make a statement on that because we 
were at some loss to understand exactly what the committee did have 
in mind, and we had figured it out and I would like to put this state- 
ment in the record, if I may. 

This is an excerpt from House Report 1450, dated February 29, 
1952 

The Treasury Department is advised that the increase over 1952 recommended 
by the Committee is, in addition to the amount required for pay increases, for 
the express purpose of providing approximately 140 additional average positions 
for the activity, assessment and collection of duties, taxes and fees, and that 
the committee will not countenance diversion of such funds to areas where the 
need is less dire. 


REDUCTION OF POSITIONS DUI ro REDUCED ANNUAL LEAVE 


In analyzing this proposition we have to say quite frankly when 
we first read the committee’s report, we had a little difficulty in deter- 
mining how the committee’s conclusions were reached. Upon further 
analysis we came to the conclusion that the committee had taken 
into consideration saving adjustments which we had been required 
to make. The Bureau of the Budget had required us to deduct 
approximately 140 positions from our 1953 appropriation base to 
allow for anticipated additional man-days on the job because of 
reduced annual leave under Public Law 233. The equivalent number 
of employees, however, had not been eliminated from the payroll in 
the fiscal year 1952. If the committee had not granted Customs the 
increase over the base which it had, we would have had to actually 
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e about 140 employees. The committee’s action made it unneces 
sary for us to do that 
Thus, the committee’s action did in effect give us approximately 
{) average positions These positions, however, were not ‘‘over 
952,” but were a part of the 1952 staff which we would have had to 
smiss except for the committee’s allowance Out otal actual 












iployment in 1953, except for the current vacaneyv freeze, wou 





have been very close to what it was in 1952 

Then, to repeat, the committee’s action permitted us to retain the 
benefit of the additional man-days on the job, which has resulted 
from reduced annual leave. 





















GAIN IN MAN-DAYS DUt rt REDUCED ANNI I Vi 








In that connection, we feel that the Bureau of the Budget’s esti 
mate of such additional man-days to be realized was too high. We 
made a detailed survey of every field office, and, instead of the equiva- 
lent of the 140 average positions, we believe that a more realisti 
estimate of the additional man-days to be worked by customs em- 
ployees is the equivalent of about 50 average positions. Even these 
additional days on the job are so scattered that only in the largest 
offices has the equivalent of one full average position been realized 


in any one place. 














INABILITY TO REDUCE POSITIONS 








Here is the proposition. Take 8,000 employees, and you have a 
group of them that have a reduced annual leave earning a year 
down to 13 days. Well, if those people were all in one spot, sur 
enough you could say you have that much more employment in this 
spot, and you could drop off a number of people because you have the 
same number of man-hours you had previously, but we have three 
hundred-and-seve ntv-some-odd offices, so when we scatter the people 
all around you do not pick up in the smaller offices any savings at all 

Take an office with 20 people in it Kven if we saved 50 man-days 
in that particular office you cannot fire 1 person because you have thi 
equivalent of 260 man-days to consider. That is the net effect of 
that increase that we got in 1953 

While you actually did give us 140 average positions, the net result 
was we kept our same number of people on the payroll that we had 


in 1952 
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Mr. Gary. How many did we increase you in 1952 
Mr. Srrusincer. Two hundred and two. 

Mr. Gary. They were additional positions? 
Mr. StrrupinGcer. Correct. 

Mr. Gary. And they were retained in 1953? 
Mr. SrruBINGER. Yes, sir. 




















APPRAISAL OF IMPORTED MB®RCHANDISE 








FUNDS REQUESTED FOR FISCAL YEAR 1954 








Mr. CanFigeLp. For the appraisal of imported merchandise you are 
asking, in 1954, $5,115,600. This is an increase of how much over the 
fiscal year 1953° 
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Mr. Srruprncer. $218,900. However, in my opening statement, | 
refer to $203,300 of that, which is unnecessary because of the reclassi 
fication of the appraisement series not being effected. 


















INCREASED DIFFICULTIES OF APPRAISING IMPORTED 





MERCHANDISE 


\ir. CANFIELD. I notice in your justifications you say: 
Four si unt ce pn ts have served to make the appraisement of in 
1! I i more ull lit and time-consuming 


arp and rapid fiuctuations in world-market prices and curre1 


2. New and re detailed tariff classifications created by the Torquay agre¢ 











of products formerly shipped from Iro 


( tain countrie hat trade-agreement rates which had been suspended o1 

erchandise from t e countri ill not be applied to indirect shipments fron 
those countrie aiso where oon Curtain countries of origin is established, a 
determination must be made whether a bounty has been allowed, or a dumping 






















\ ratification of Japanese Peace Treaty resulting in greatly increased Japa- 
nese trade with its many new products and difficult value problems. 


MPORTS 





FROM IRON CURTAIN COUNTRIES 











Now, take up item No. 3, the Iron Curtain situation. Will you 
elaborate on that, pli ase? 

Mr. SrruBincer. Well, before the suspension of the trade agree- 
ments with certain of these Iron Curtain countries, the rates of duty 
were applicable throughout the various participating countries to the 
trade agreements. Then the President, by Executive order, sus- 
pended this trade agreement, so that now we have to watch to see that 
shipments from behind the Iron Curtain are not transshipped to 
France, Switzerland, and in turn to the United States. It makes it a 
little more difficult, to get the determination of the rates of duty that 
are applicable because we have one rate for trade agreement countries 
and we have another rate for non-trade-agreement countries. 

Mr. Canrinip. Will you briefly describe the term “bounty” and 
the term ‘‘dumping’’? 

Mr. Srrupincer. May I have Mr. Higman give you an explanation 
of that? 


DUMPING 


Mr. Hiaman. Under the Antidumping Act of 1921, when mer- 
chandise is sold for exportation to the United States at what is known 
as less than its fair value, a question arises under that act as to the 
possibility of the assessment of dumping duty. 

Merchandise is sold at less than its fair value, within the meaning 

‘the act, when the foreign value is greater than the purchase price, 
or, if there is not a foreign value, if the cost of production is greater 
than the purchase price. When those factors are present—our ap- 
praising officers are on the alert—they raise questions with respect to 
the importation, hold up the final determination until those ques- 
tions of the value under the Dumping Act have been determined; and 
in the meantime, of course, while those considerations are going on, 
there is a second aspect of the dumping that comes under review, and 
that is the injury or threatened injury to a domestic industry. When 
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two factors concur, a sale at less than fair value, plus the deter- 
nation that there is injury to domestic industry, or that a domestic 
dustry is being prevented from being established, there is dumping 
nder the Dumping Act. Then dumping duties are assessed on the 


Oads based on the difference betw en the foreign value or cost of 
oduction, in the absence of such value) and the sales price, 


“BOUNTY” 


vir. CANFreLb. And the term “bounty”? means what? 
\ir. Higman. Bounty is a term which is in section 303 of the Tariff 
(ct, the countervailing duty provision, which provides roughly that 
when any foreign rovernment extends a grant or bounty to exported 
erchandise, there will be assessed on that merchandise an additional 
ountervailing duty equal to the amount of the grant or bounty 
extended. 


IMPORTS FROM JAPAN 


Mr. CanFretp. Take up No. 4, the ratification of the Japanese 

eace Treatv. What problems developed as the result of that? 

Mr. SrRUBINGER. Just an increase in the kinds and quantities of 
importations from Japan, many of which were brand-new problems 
so far as we were concerned In other words, we had no importations 

om Japan since 1939, and when they came into the market, they 
ame into the market with a variety of these products. The estab- 
lishment, first of all, of a foreign value was a big problem and whether 
or not there was a foreign value or whether we had to use export value 


INCREASE IN BACKLOG 


Mr. Canrievp. I read from your statement: 


These and other factors have so increased the time consumed in appraisal 
functions that the number of invoices on hand more than 90 days has increased 
from 74,000 on June 30, 1951, to 99,600 on June 30, 1952, even though the number 
f packages examined and invoices received decreased in the fiscal year 1952. 

Will you explain that? 

Mr. Srrupincer. That is true, comparing 1952 with 1951. How- 
ever, again in 1953, we run into another increase over 1952, and it 
looks like it is going to exceed 1951. We did have a slight decline 
in business in 1952, and what we are pointing out here is simply 
this—that even though the volume of work was down from 1952, 
we are accumulating a larger increase in backlog in unprocessed 
invoices than we had in the previous year, but this year again it is 
going up and now we have a backlog of these unprocessed invoices 
of 125.000 as of December 31, 1952. 


REPLACEMENT OF EQUIPMENT 


Mr. Canrieup. Under this item you expect to replace two electric 
fork lift trucks at a cost of $12,000. 

Mr. Srrupincer. They are used in the appraiser’s stores in New 
York to move the heavy packages around. 
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AND REGULATIONS 
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FUNDS REQUESTED FOR FISCAL YEAR 1954 





















Mr. Canrietp. The next item is the “Investigations of violations 
of customs and related laws and regulations,”’ for which your request 
for 1954 is $1,920,200, which is an increase of $13,200 over 1953. 

Mr. SrruBINGER. Yes sir. 

Mr. Canrietp. You have discussed that in your previous presen 
tation I do want to ask you a few questions, though. 





CUSTOM ACTIVITIES ABROAD 





You have custom representatives abroad who, besides having 
jurisdiction of customs matters, also handle the problems of narcotic: 

Mr. SrrusinGer. Yes, sir 

Mr. CANFreLD. Where are they located? 

Mr. Srrupincer. We have at the present time working on nat 
cotics work a man in Mexico City and a man in Hong Kong. 

Mr. Canrietp. When our subcommittee was in Hong Kong last 
spring your representative there indicated that he needed some addi- 
tional help to combat properly the narcotics menace. Have you been 
able to give him any assistance? 

Mr. SrruBiNGER. No, sir; we have not as yet. 

Mr. Canrietp. Does the Customs Bureau consider the narcotics 
situation in Hong Kong a serious one? 

Mr. Srrusincer. Mr. MeGrath in Hong Kong is doing a very 
cood job on contact work. There is no doubt that another man 
could be used out there; however, we feel that he is getting along 
fairly well 

Now, Mr. Chairman, I know that you are interested in enforcement 
generally, and Mr. Emerick has prepared a statement, if you would 
like to hear him. I am sure that it will be interesting 
Mr. CanFrieLp. Yes, indeed. 

Proceed Mr Kmerick 

















ENFORCEMENT OF IMPORT AND EXPORT LAWS 


Mr. Emerick. The Bureau of Customs is the agency of this 
Government that is charged with the enforcement of laws governing 
the importation and exportation of all types of commodities. 

The Customs Agency Service is the investigative unit of the Bureau 
of Customs and is charged with investigating violations of the various 
laws enforced by customs, which laws include the Tariff Act of 1930, 
as amended, the Export Control Act, the Neutrality Act, the Gold 
Reserve Act of 1934, the Narcotic Drug Import and Export Act, the 
Marihuana Tax Act, and the Atomic Energy Act. Another function 
performed by the Bureau of Customs and its investigative agency is the 
enforcement of the laws governing the ownership, documentation, 
trade, and admeasurement of vessels documented under the laws of 
the United States 

In addition to criminal investigations, customs agents perform 
several other types of investigations, including personnel derelictions, 
character and fitness of new employees, Federal tort claims, drawback 
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ipplications, classification of imported merchandise, customhouse 
brokers, and some 20 other miscellaneous types of investigations 


I tST INE OF DEFENSI 


The Customs Service is the first line of defense against the smug 
‘ling of narcotic drugs and other contraband into the United States 
During the present emergency the Customs Service has given special 
utention to preventing the introduction into the United States of 
inconventional weapons for attack 

Only partial coverage can now be maintained by Customs at seaports 


and border areas In order to insure the most effective use of avail- 


able customs personnel every possible effort is made by customs agents 
in this country as well as those stationed abroad to obtain information 
on violations of laws enforced by Customs. As a result the majority 
important seizures and arrests are made following the receipt of in 
formation obtained by customs agents on violations which have been 
ommitted or are about to be committed 
In carrvine out all the above investigative duties, the Customs 


rency Service has only 192 customs agents These agents are sta 


ioned at the principal customs ports throughout the United States as 


well as in England, Belgium, Franee, Germany, Canada, Mexico, and 
Hong Kone 

During the fiscal year 1952, 649 arrests were made by customs 
officers and a total of 18,038 cases were investigated As of December 


31, 1952, there were a total of 3,790 cases awaiting investigations. 


AUTHORITY Of CUSTOMS OFFICERS rO SEARCH PERSONS, BAGGAGE, 
VESSEI ND VEHICLES AND TO MAKE SEIZURES AND ARRESTS 


Officers of the Customs are authorized under sections 482, 1581, and 
1582 of title 19, United States Code, to go on board any vessel, vehicle, 
or alreraft at any place within the United States or at any other ai 
thorized place and examine the manifest and other documents and 
papers and examine and inspect and search the vessel or vehicle and 
every part thereof and any person, trunk, baggage, or cargo on board 
Customs officers also have the authority to seize merchandise im- 
ported contrary to law and the carrying vehicle, vessel, or aircraft 
and LO ¢ 

Section 1582, title 19, United States Code, specifically authorizes the 
search of persons and in that connection authorizes the Secretary of 
the Treasury to employ female inspectors for the examination and 
search of persons of their own sex and further provides that all persons 
coming into the United States from foreign countries shall be liable ta 
detention and search by customs officers. 

The Federal courts have held that neither a search warrant nor an 
arrest is needed for officers of the eustoms to conduct the searches 
as above indicated notwithstanding the guaranty of the fourth amend- 
ment to the United States Constitution 


SMUGGLING OPERATIONS 
Every conceivable means are employed in carrying out smuggling 


operations, including false compartments in luggage, hollow heels, 
false inner soles, books, periodicals, special compartments in brush 
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INVESTIGATIONS OF VIOLATIONS OF Customs AND RELATED Laws 
AND REGULATIONS 


FUNDS REQUESTED FOR FISCAL YEAR 1954 


Mr. CANFIELD. The next item is the “Investigations of violations 
of customs and related laws and regulations,”’ for which your request 
for 1954 is $1,920,200, which is an increase of $13,200 over 1953. 

Mr. Srrupincer. Yes sir 

Mr. Canrietp. You have discussed that in your previous presen 
tation | do want to ask you a few questions, though. 


CUSTOM ACTIVITIES ABROAD 


, 
You have custom representatives abroad who, besides having 


jurisdiction of customs matters, also handle the problems of narcotics 
Mr. SrruBINGER. Yes, sit 
Mr. CANFIELD Where are they located? 

Mr. Srruspincer. We have at the present time working on nat 


cotics work a man in Mexico City and a man in Hong Kong. 

Mr. Canrietp. When our subcommittee was in Hong Kong last 
spring your representative there indicated that he needed some addi- 
tional help to combat properly the narcotics menace. Have you been 
able to give him any assistance? 

Mr. Srrusinaper. No, sir: we have not as vet. 

Mr. Canrretp. Does the Customs Bureau consider the narcotics 
situation in Hong Kong a serious one? 

Mr. Srrupincer. Mr. MeGrath in Hong Kong is doing a very 
good job on contact work. There is no doubt that another man 
could be used out there; however, we feel that he is getting along 
fairly well 

Now, Mr. Chairman, I know that you are interested in enforcement 
generally, and Mr. Emerick has prepared a statement, if you would 
like to hear him. I am sure that it will be interesting 

Mr. Canrigetp. Yes, indeed. 

Proceed Mir Kmerick 


NFORCEMENT OF IMPORT AND EXPORT LAWS 


Mr. Emerick. The Bureau of Customs is the agency of this 
Government that is charged with the enforcement of laws governing 
the importation and exportation of all types of commodities. 

The Customs Agency Service is the investigative unit of the Bureau 
of Customs and is charged with investigating violations of the various 
laws enforced by customs, which laws include the Tariff Act of 1930, 
as amended, the Export Control Act. the Neutra ity Act, the Gold 
Reserve Act of 1934, the Nareotic Drug Import and Export Act, the 
Marihuana Tax Act, and the Atomic Energy Act. Another function 
performed by the Bureau of Customs and its investigative agency Is the 
enforcement of the laws governing the ownership, documentation, 
trade, and admeasurement of vessels documented under the laws of 
the Umted States 

In addition to criminal investigations, customs agents perform 
several other types of investigations, including personnel derelictions, 
character and fitness of new employees, Federal tort claims, drawback 
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applications, classification of imported merchandise, customhouse 
brokers, and some 20 other miscellaneous types of investigations 


FIRST LINE OF DEFENSI 


The Customs Service is the first line of defense against the smug 
rling of narcotic drugs and other contraband into the United States 
During the present emergency the Customs Service has given special 
attention to preventing the introduction into the United States of 
unconventional! weapons for attack 

Only partial coverage can now be maintained by Customs at seaports 
and border areas. In order to insure the most effective use of avail 
able customs personnel every possible effort is made by customs agents 
in this country as well as those stationed abroad to obtain information 
on violations of laws enforced by Customs. As a result the majority 
of important seizures and arrests are made following the receipt of in 
ormation obtained by customs agents on violations which have been 
ommitted or are about to be committed 

In carrvine out all the above investigative duties, the Customs 

gency Service has only 192 customs agents. These agents are sta 
ioned at the principal customs ports throughout the United States as 
well as in England, Belgium, France, Germany, Canada, Mexico, and 
Hong Kon 

During the fiscal vear 1952, 649 arrests were made by customs 
officers and a total of LS,03S cases were Inve stigated As of Decemb«s I 
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31, 1952, there were a total of 3,790 cases awaiting investigations. 


AUTHORITY Ot} CUSTOMS OFFICERS rO SEARCH PERSONS, BAGGAGE, 
VESSELS AND VEHICLES AND TO MAKE SEIZURES AND ARRESTS 


Officers of the Customs are authorized under sections 482, 1581, and 
1582 of title 19, United States Code, to go on board any vessel, vehicle, 
or aircraft at any place within the United States or at any other au 
thorized place and examine the manifest and other documents and 
papers and examine and inspect and search the vessel or vehicle and 
every part thereof and any person, trunk, baggage, or cargo on board 
Customs officers also have the authority to seize merchandise im- 
ported contrary to law and the carrying vehicle, vessel, or aircraft 
and to arrest the person or persons involved in the violation. 

Section 1582, title 19, United States Code, specifically authorizes the 
search of persons and in that connection authorizes the Secretary of 
the Treasury to employ female inspectors for the examination and 
search of persons of their own sex and further provides that all persons 
coming into the United States from foreign countries shall be liable to 
detention and search by customs officers. 

The Federal courts have held that neither a search warrant nor an 
arrest is needed for officers of the customs to conduct the searches 
as above indicated notwithstanding the guaranty of the fourth amend- 


ment to the United States Constitution 
SMUGGLING OPERATIONS 
Every conceivable means are employed in carrying out smuggling 


operations, including false compartments in luggage, hollow heels, 
false inner soles, books, periodicals, special compartments in brush 
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handles, natural body cavities, concealment in clothing as well 
concealment in automobiles, railroad cars, vessels, and so forth. In 
addition aircraft are frequently used on the land borders in smuggling 
operations and on the Mexican border much of the smuggling is carried 
on by the smuggler transporting the contraband into or from the 
United States on his person. 


MEAN EMPLOYED TO COMBAT SMUGGLING 


The Bureau of Customs does not maintain a patrol on land borders 
and only a minimum customs coverage is had at seaport areas. It is, 
therefore, imports int that the Customs Age hey Service deve lop sources 
of information on violations of laws enforced by customs in order that 
special attention be given suspected vessels, aircraft, crew members, 
and arriving or departing passengers. 

Within the limited funds available the purchase of information on 
smugeling and other ty pes of \ iolations has hee ‘Nn proven Lo be the most 
effective means of carrying out our enforcement program. Payments 
for information may be made under the provisions of section 619 of the 
Tariff Act of 1930 to any person furnishing original information 
concerning any fraud upon the customs revenue or violation of the 
navication lay vs whie h information leads to recoveries. The amount 
of such payments are limited to 25 percent of the net recoveries but 
not to exceed $50,000 in any one case. Another means of making 
payments for information which has been of inestimable value to 
customs agents is that part of the appropriation act which provides an 
amount not to exceed $100,000 for the securing of evidence of violations 
of Jaws enforced by the Bureau of Customs. ‘The latter provision of 
compensating informers is frequently invoked on the Mexican border 
in connection with marihuana- and narcotic-smuggling cases. By 
this means immediate payment may be made following the arrest of 
the violator and the seizure of the contraband 

Every effort is also made by the Bureau of Customs to supply its 
officers with the latest equipme nt for use in suppressing smuggling. 
As an example, at the port of New York an inspectoscope has “been 
purchased which makes it possible to conduct sneedy and thorough 
examination of suspected persons and their effects for contraband 
without the destruction of personal property or the disrobing of the 
suspect. 

INSPECTOSCOPE 


Mr. CanrieLtp. Mr. Emerick, I do not like to interrupt, but I 
think it would be helpful in connection with your statement if you 
would tell us what an inspectoscope is. 

Mr. Emerick. It is a machine operated on the fluoroscope principle. 
You can place an article such as a hairbrush, shoe, suitcase, or trunk, 
before the inspectoscope and a false compartment can be observed by 
looking through the inspectoscope at the article. The same is true 
if you stand a person in front of the inspectoscope, you can see any 
object on his person, such as a container—a bottle, we will say—or a 
metal object, anything that appears to be unusual can be observed, 
and then you can go to that particular place and find out what it is. 

He may have in his pocket only keys or money or he may possibly 
have jewelry concealed in his pocket and you would know immedi- 
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ately whether that person should be given a personal search to de- 
termine what the object is. 

It is a machine that is really perfected now. It has been under 
development for possibly 10 or 15 years or so by the inspectoscope 
firm in San Francisco. It is used in various large.industrial plants to 
inspect their employees from time to time to see that valuable tools 
and equipment are not being carried home on the person. Also it is 
now being used by Customs in several foreign countries. We hope to 
acquire another one this year. 

Two-way radio equipment with radio-equipped automobiles is 
provided at all major seaports for customs investigative and enforce- 
ment officers. On the Mexican border where an important part of 
our enforcement activities are centered, walkie-talkie radios are 
furnished to customs agents engaged on narcotic investigations. 
Many of the most important marihuana and narcotic-drug seizures 
made in that area would not have been made if this equipment had 
not been supplied. 

The Bureau of Customs also provides its agents engaged on criminal 
investigative work with highspeed automobiles purchased under 
special specifications. That is the Ford car with the Mercury motor. 
It is quite effective. 

The methods and techniques employed to combat smuggling are 
constantly being revised and improved to enable us to keep abreast 
with the changing methods adopted by the violators 


NARCOTIC DRUGS AND MARIHUANA 


The narcotic-drug traffic within the United States operates by 


supplies obtained largely through smuggling operations. In a recent 
report the Senate Committee on Organized Crime in Interstate 
Commerce said: 

"he most effective means cf combating the narcotic problem is through 
effective enforcement faciliti*s 

The stopping of the smuggling of narcotic drugs and marihuana into 
the United States would put an end to the narcotic traffic. The 
Customs Service is making every effort possible with its limited per- 
sonnel to combat this menace. ‘The principal source of marihuana 
and of a large portion of narcotic drugs that are being smuggled into 
this country is Mexico. The Bureau of Customs has concentrated a 
force of 54 of its 192 customs agents in the Mexican-border area. 
These agents devote the majority of their time to combating the 
narcotic traffic 

The Bureau of Customs also has an agent stationed in Mexico City 
and another at Hong Kong whose principal duties are to obtain infor- 
mation on violations of laws enforced by Treasury and more particu- 
larly information on the narcotic traffic between those places and the 
United States. They also assist the local authorities in the suppres- 
sion of the narcotic traffic. Excellent results have been accomplished 
by these assignments. 

During fiscal year 1952 there were seized by customs officers at all 
ports 471 ounces raw opium, 495 ounces of smoking epium, 4 ounces 
morphine, 148 ounces heroin, 43 ounces cocaine, and 17,374 ounces of 
marihuana. The above seizures resulted largely from the investigative 
efforts of customs agents stationed along the Mexican border. How- 
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ever, important seizures of narcotic drugs were made at the ports of 
San Francisco, Baltimore, Honolulu, and New York during the past 
vear 


VIOLATIONS Of} rH NEUTRALITY ACT AND EXPORT CONTROL ACT 


The enforcement of laws governing the exportation of various com- 
modities is an important function of the Bureau of Customs. At the 
present time the Customs Agency Service has under active investiga- 
tion 4 conspiracies to viloate the Neutrality Act, 1 involving the 
exportation of a large quantity of arms and ammunition from the 
United States into Mexico and 2 other conspiracies involving attempts 
to acquire and export arms and ammunition to Cuba for the purpose of 
overthrowing the present Government of Cuba, headed by President 
Fulgencio Batista, and the fourth conspiracy to viloate the Neutrality 
Act involves the unlawfull exportation of airplane engines to Poland. 
In two of the cases, seizures have be en made of arms and ammunition 
which are now being held as evidence in the trial of the cases. At the 
conclusion of the trials action will be taken to secure their forfeiture 
The four conspiracies under section 371, title 18, United States Code 
involve violations of the Neutrality Act, section 402, title 22, United 
States Code 
Act violations as they pertain to exportation and importation of 
mplements of war as defined from time to time by the President 

Numerous investigations are made by customs agents covering the 
violation of the Export Control Act. The most important case of 
this nature under investigation at this time is being conducted by our 


agent at Antwerp, Belgium, and has to do with the seizure of 30,825 


carats of 


By the way, we have investigative jurisdiction over Neutrality 


industrial diamonds made by Belgian authorities from one 
David Schleifer, a resident of New York City, upon his arrival at 
Brussels Airport from the United States on September 19, 1952. The 
diamonds were exported from the United States at the port of New 
York in violation of the Export Control Act and information indi- 
ates that they were destined for delivery to an Lron-Curtain country. 

In regard to the Export Control Act, we make all criminal investi- 
gations, and prepare criminal-case reports for trial under the Export 
Control Act at all ports. We also handle all civil matters involving 
violations of export control where commodities are seized. 

At. New York, the Office of International Trade maintains their own 
investigative agency which handles the sanction investigations, which 
are administered entirely by OIT. 


QUARANTINES ON LIVESTOCK AND BIRDS OF} THE PSITTACINEI FAMILY 


During the past several years the Department of Agriculture has 
had in effect a quarantine on cattle imported from Mexico by reason of 
the foot-and-mouth disease. During the latter period of the quaran- 
tine which ended September 1, 1952, an extensive smuggling operation 
of cattle from Mexico was carried out in Texas in the vicinity of 
El Paso. The smuggled cattle were stolen from their owners and 
smuggled into the United States where they were mixed with United 
States cattle and sold on the various cattle markets throughout the 
Southwest. During the week of January 19, 1953, persons involved 
in the theft of cattle and the smuggling operations were convicted in 
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Federal District Court of Dallas, Tex., on smuggling charges as well 
as the charge of conspiracy to violate the tariff act. Sentences 
ranging from | to 5 years on the various counts were imposed by the 
court on the 7 defendants involved. 

This case has a very interesting sidelight, if you gentlemen have the 
time to listen to it. The agents had perfected a wonderful case. 
Their investigation was most complete and a successful prosecution 
was assured, until about a week before the trial they were advised by 
the Governor of Chichuahua, that two persons, incarcerated 
enitentiary in Chichuahua, would not be permitted to testify 
United States district court in El Paso. That news was fatal 

The day that I received that information, Mr. Alfonso Cortina of 
the Mexican Kmbass\ called at my office and 


in the 


in the 


xpressed the opinion 


that he would like to cooperate with the Umited States Government 
on enforcement matters and, in tur he would certainly appreciatl 
ooperation from the United States Government on enforcement 
I told Mr. Cortina that we would be pleased to cooy 


Him and that we would also pe ple » | Is cooperatlo 


|, “You have two prisoners in your penitentiary in Chihual 


IS most important we have as wit! 
Paso next week.’’ He said, ‘What are thei 
l 1! 


1 ] } ‘7 
their names wand ile i | 


in a 


Ry Wil gel im tot 


i ch Wil \ 

He culled me that afternoon and said, ‘‘You tell vor 
to vo down and see the Governor in Chihuahua and | 
‘verything will be all right.” 

He did and the two men were brought up to Juare 
nd marched over under cuard Lo the district 
stimony, and the case was successful. 

We have iso experienced further wonderful cooperation from 
same sources, one involving the exportation of thousands of dollars 
worth of ammunition and arms into Mexico by a firm in Durango 
owned by Juan Fuentes. The Mexican Government arranged for an 
ficial of the (ttorney General’s office to come up 


to Dallas and 
testify this last month bef re the grand jury. This official produc ed 
records which enabled us to obtain an indictment against all the per 
sons involved in the conspiracy including several important business 
firms in Texas and the seizure of arms and ammunition valued at 
probably $50,000 made at El Paso and Laredo 

On the way back, this same representative from the Attorney Gen- 
eral’s office was asked by our Treasury Representative White of 
Mexico City, who specializes in narcotics, to assist him in apprehend- 
ing the major narcotics violator in Mexico, Alfonzo Trafino, of Nuevo 
Laredo. They also obtained the cooperation of the Bureau of Nar 
coties and the narcotics agent was sent down from Houston, and intro 
duced to the Mexican official as a narcotics buyer and succeeded in 
making a case against Alfonzo Trafino. I believe that that source is 
out of our w ay for a long time. The cooperation that we are receiving 
today from Mexico is excellent 

The Public Health Service has a quarantine on the importation of 
birds of the psittacine family Large-scale smuggling operations are 
now being carried out on the Mexican border of birds brought into 
that country from Holland and Belgium for smugeling into the United 
States. The quarantine on psittacine birds is a serious matter for the 


reason that they transmit parrot fever to humans. One customs 
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agent engaged in this type of investigation became infected in Jan- 
uary of this year with psittacosis and was dangerously ill. Ther 
have been several fatalities from psittacosis in this country during th: 
past vear. It is estimated that the smuggling of birds of the parrot 
family into the United States amounts to two or three hundred thou- 
sand dollars in value each year. Several violators have been prose- 
cuted in district courts along the Mexican border and several 
prosecutions are now pending. 


UNLAWFUL IMPORTATIONS FROM SOVIET SATELLITE COUNTRIES 


Attempts are now being made to import merchandise from Czecho- 
slovakia, the Eastern Zone of Germany, and China by unlawful means. 
In the case of Czechoslovakian and Eastern German merchandise, 
the merchandise is falsely marked as products of France or the West 
Zone of Germany. In the case of merchandise from China, the 
importations which consist principally of medicines and foodstuffs 
are made in Canada, smuggled into the United States or imported 
under the free-duty provision of paragraph 1798 of the Tariff Act as 
merchandise acquired abroad by tourists. Several seizures of this 
type of merchandise have been made as well as arrests and in other 
cases active investigations are now being conducted. 


SMUGGLING OF GOLD AND DIAMONDS 


Diamond-smuggling operations have continued during the past 
fiscal year. Seizures of diamonds during that period were made, 
valued at $274,829 and persons engaged in the smuggling operations 
arrested. Diamond smuggling is most profitable, not only by reason 


of the 10 percent duty imposed by our Government, but also through 
the saving that is effected by evading income and luxury taxes when 
dealing in smuggled diamonds. Sources of information have been 
developed by our agents in this country as well as in foreign countries, 
and it is prte that worthwhile seizures will continue to be made. 

In regard to gold smuggling, it appears that the traffic has been 
reduced by reason of the vigorous prosecutions recently undertaken 
by the United States district attorney at New York. Substantial 
seizures were made by customs officers during the past year, 1 
involving 250 pounds of gold which was about to be exported at the 
port of New York on April 29, 1952, concealed in the gasoline tank 
of an automobile. The seizure was appraised at $110,000. 

$v the way, that man was picked up by our Paris Treasury repre- 
sentative here last week and we hoped to have him extradited to 
New York. However, this crime is not covered by the treaty, and 
I was advised yesterday that it is very doubtful that we can e xtradite 
him. We will probably have to let him go. 

On June 18, 1952, customs officers at the port of New York seized 
$9,000 worth of gold bullion from a Portuguese seaman of the steam- 
ship Villo do Porto 

The smuggling of gold is a lucrative business for the reason that 
gold may be purchased legally in this country for $35 an ounce, 
ostensibly to be used for manufacturing purposes, and on_ being 
illegally diverted and smuggled out of the United States is sold from 
$45 to $80 an ounce. 
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UNCONVENTIONAI WARFARE WEAPONS 


Customs officers have been alerted to the possibility of attempts 
o smuggle unconventional warfare weapons, and are on the lookout 
or such weapons. The Bureau of Customs is presently carrying on 


| program to educate its employees so that they may be in a position 
o identify radiological, biological, and chemical warfare weapons 
Customs employees had previously been given instructions on atomic 
weapons. The educational program on unconventional warfare weap- 
ys was made possible through the cooperation obtained from the 
Department of Defense. An employee of this Bureau was schooled 
by the Department of Defense on the subject of unconventional 
veapons and in addition was furnished certain exhibits. This em- 
ployee has held classes at Philadelphia, Baltimore, Boston, and also 
n New York, where he has lectured Customs employees on unconven- 
tional warfare weapons. It is planned that classes will be held at all 
principal ports in the United States and will include Customs em- 
ployees whose duties consist of the searching of vessels and aircraft 
or the examination of baggage and cargo. 

Mr. Canrietp. Mr. Emerick, this is a very illuminating and help- 
ful statement on this phase of Customs work, these investigations of 
violations of customs and related laws and regulations. It is cer- 
tainly the most comprehensive statement yet made before this sub- 
committee, and it emphasizes the many problems that you have and 
the complexity of your work. 

Ir. Emerick. There is one thing I would like to say, Mr. Canfield, 
ind that is this. The commercial public, if they are not receiving 
service, which they deem they are entitled to, complain to Congress. 
Che violator never complains to Congress because of a lack of officers, 


ORDER OF BOARDING SHIPS 


Mr. CaANFiELD. When a ship comes into an American harbor, who 
are the first American officials to board that ship? 

Mr. Emerick. The Public Health Service; then Customs and 
Immigration. 

Mr. CanrFietp. And now the Coast Guard? 

Mr. Emerick. Yes; under the Magnuson Act and the Executive 
order promulgated thereunder, the Coast Guard has the responsibility 
of maintaining port security. 


NEED FOR ADDITIONAL HELP IN HONG KONG 


Mr. CanFievp. Previously, I asked Mr. Strubinger to make refer- 
ence to the work of the Treasury representative in Hong Kong. 
There has been testimony over a period of years, that Red China is a 
source of narcotics supply. When I talked with Mr. McGrath in 
Hong Kong he was very definite about the need for additional help. 
[ stress that today because when we examined the Bureau of Narcot- 
ics on their requests just a few days ago, | read into the record a state- 
ment made by Cardinal Spellman when he returned some few months 
back from a trip he made to Korea. He said that he had had talks 
with our military leadership over there and that that leadership 
seemed to be concerned about increasing drug addiction among our 





troops 1n Korea I am wondering what the source of supply is, Of 
course, it is somewhere in the Far East 

Mr. Emerick. It is in the Far East, Mr. Canfield Hong Kong is : 
transshipment point for narcotics in the Orient today. Large seiz 


ures are made by the British authorities at Hong Kong and it is by 
ason of those seizures that I make that statement. As an example 


is a seizure of some 60 ounces of heroin made in San Francisco 

vear [indicating photographs]. It came from Hong Kong in old 

ues of the magazine Popular Mechanics We asked for an addi 

tional agent in Hong Kong in our preliminary estimates, but that 
appeal was stricken from our request 

Mr. Canrietp. You mean that was specifically stricken from th. 
req lest? 

Mr. Srrupimncer. The amount was cut down so that actually our 
allowance contemplated no additional employees, but as a matter of 
fact, pending the settlement of the 1954 budget we did not do anything 
about Hong Kong because we hoped to get funds with which to do it 
I can tell you right now that we will go ahead with the Hong Kong 
proposition regardless. We feel that it is a must and we are going to 
have to sacrifice somewhere else, if necessary, to send a man over there 

Mr. Canrreitp. I am glad to hear that. That must be based on 
evidence that has been submitted to you; is that not true? 

Mr. Strupincer. That is true. 

Mr. Canrietp. Does Customs have any representative in the 
Philippines? 

Mr. SrrusinGcer. No; we do not 

Discussion off the record 


JURISDICTION ABROAD 


Mr. Canrie_p. Your narcotics jurisdiction is only in the Far East 
Do you also have men working on narcotics 1n Europe? 

Mr. Srruspincer. No; Mr. Anslinger covers that. 

Mr. Canrietp. The Bureau of Narcotics covers that field? 

Mr. StruBincer. That is right. 

Mr. CANFIELD. In the Far East that comes under Customs? 

Mr. Srrupincer. Under our present assignment we are supposed 
to cover that 

Mr. CaANFiretp. Your men over there have divided responsibility ; 
that is, they have many responsibilities? 

Mr. Srrusincer. We have only one man in the Far East. 

Mr. Canrretp. That is the man at Hong Kong? 

Mr. Srrupincer. That is the man at Hong Kong. He is the only 
man we have out there now. 

Mr. CaAnFieLp. And besides narcotics he has other matters? 

Mr. Srrupincer. No. He is doing little or no work except on 
narcotics. He just does not have the time to do work on anything 
else. He is doing a little work on foreign funds control, but not an 
awful lot 

Mr. Canrietp. The committee will recess at this time until 9:30 in 
the morning when we will continue to hear representatives of Customs 
and also Mr. Horan of Washington who has asked the privilege of 
appearing 





THURSDAY, Marcu 26, 1953 


ryPES OF BACKLOG CASES 


Mr. Canrietp. Mr. Emerick, I believe you testified 
192 agents in the Customs Service at this tims 

Mr. Emerick. That is right, su 

Mr.-Canrietp. And you further stated that you have 
walling investigation Could you tell us how these cases run a 
tvpe? ‘ 

Mr. Emerick. Yes, su They consist of cases of a civil nature 
criminal violations such as the smuceling of narcotics and there ar 
193 cases involving narcotics, by the way—undervaluation and 


invoicing, 495 cases; smuggling of diamonds and jewelry, 304; per 


sonal characte! and fitness investigations, LO7 personnel derelictions 


1S: ¢ xport control, 116; and some 20 miscellaneous types of investiga 
Lions making up the balane« 


PRIORITY OF TREATMENT 


Mr. CANFrieLp. I suppose in reviewing this backlog, there a1 

in striking cases to which you give priority of treatment? 

Mr. Emerick. That is correct We give priority of treatment to 
criminal investigations, especially narcotic smuggling investigations 
investigations involving smuggling of commodities of considerabl 
value; Federal tort claims case investigations, and personal derelictiot 
and character and fitness investigations 


USE OF AIRPLANES FOR SMUGGLING 


Mr. Canrietp. When our subcommittee visited the Far East last 
spring we received some reports that commercial planes were being 
used in connection with the smuggling of narcotics into the United 
States. Reference was made to caching narcotics in spare radio parts 
on airplanes. To what extent would you say airplanes are used in 
smuggling operations today? 

Mr. Emerick. Planes have been used for some time in the smuggling 
of diamonds from Europe into the United States. Crew members 
have been involved in the smuggling operations. We have reason 
to believe that planes are also being used in the smuggling of narcotics 
I mean by that, members of the crews of planes are involved in such 
violations, but at the present time our information indicates that that 
is largely true in planes operating between points in the Orient. We 
are endeavoring to obtain information on crew members involved in 
smuggling narcotics between points in the Orient and the United 
States, but up to the present time we have not been successful in 
obtaining that information 

Mr. Canrietp. Have any military planes ever been involved in 
these operations? 

Mr. Emerick. We have information that they have been. In fact, 
today we have a case under investigation which I wish to report to 
you off the record 

(Statement off the record 

We do know that narcotic dealers are attempting to make contacts 
with crew members of Air Force planes. 
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Mr. Srrupincer. May I interrupt? We have had a number of 
instances where members of the crew, and also some returning military 
personnel have been apprehended in Honolulu with narcotics in their 
possession. It has not been a large number, but they have been 
bringing back narcotics occasionally from Korea. 

Mr. Canrietp. The stuff is purchased pretty cheaply in Korea 
and anywhere else in the Far East? 

Mr. Srrupincer. In the cases they run into in Honolulu, they 
think the source has been Korea. 

Mr. Emerick. Narcotics are available throughout the Orient today. 

Mr. Canrietp. | am informed that in some instances GI’s have 
been sold heroin, say a package for $50, which in the market in our 
country would perhaps bring a return of $1,500 or $2,000. Do those 
figures seem out of line? 

Mr. Emerick. No, not at the retail price. 

We have made a number of seizures in Honolulu from the MSTS 
crew members. We have also the cooperation of the Navy in search- 
ing those vessels. The same is true with regard to searching aircraft 
at Hickam Field. We have Air Force personnel that assist us in 
that searching duty 


USE OF SHRIMP BOATS FOR SMUGGLING 


Mr. Canrietp. Mr. Emerick, are any of the shrimp boats in the 
Gulf of Mexico involved in narcotics, or other smuggling activities, 


so far as your investigations show? 

Mr. Emerick. We have received information that such is the case. 
However, we have not adequate control of the situation at Browns- 
ville where the shrimp boats are largely based. We have the matter 
under consideration in regard to the staffing of that port, and our 
agents in that area have been alerted to be on the lookout for narcotics 
or other types of contraband that may be smuggled in from Mexico. 

The border itself offers such an easy method of smuggling that I 
do not know whether shrimp boats would be a particularly attractive 
method for smuggling operations. However, they could be used for 
that. 

Mr. Canriexp. In other words, it is so easy to walk across the 
river, you might say, in so many places. 

Mr. Emerick. That is true. 


NEED FOR ADDITIONAL PERSONNEL ALONG THE MEXICAN BORDER 


Mr. Canrrevp. Is it your contention that with the addition of a 
comparatively small number of men you could, in the Brownsville 
area, meet that Mexican problem? 

Mr. Emerick. Not only in the Brownsville area, Mr. Canfield, but 
along the Mexican border generally we would like to have a few more 
men. We could not guarantee that narcotics smuggling would be 
stopped. That would require an army of men, but we could make a 
better showing and put up a better fight if we had, say, 15 or 20 more 
customs agents along the border. 

Mr. Strubinger and I considered that we required 50 additional 
customs agents, but we were not able to get the authorization for 
those positions. We realize the need. 





Mr. Srrupincer. | think you directed the question toward the 
port of Brownsville itself in the shrimping operations. We feel, if 
we could set up a searching squad of about seven men in Brownsville, 
we could search a sufficient number of vessels which would deter the 
rest. of them from engaging in illicit operations—quite effectively, 
we believe. 

NEED FOR ADDITIONAL INSPECTOSCOPE 


Mr. Canrietp. Mr. Emerick, in New York you use an inspecto 
scope, and you described the good that comes out of the use of that 
new device. You say that you would like to purchase another one. 
What is the cost of this device? 

Mr. Emerick. Approximately $6,000. We would like to have a 
mobile unit which would cost approximately $8,000. Our present 
machine cost about $5,800 

Mr. CanrieLtp. The inspectoscope is a sort of mobile unit? 

Mr. Emerick. Yes. 

Mr. CanFieL_p. And the total cost would be $8,000. 

Mr. Emerick. Yes, sir. 

Mr. CANFIELD. Where would a new unit be used? 

Mr. Emerick. That would be used on the docks and at the airport. 

Mr. CanFie_p. Also in New York? 

Mr. Emerick. At New York; yes, sir. 

Mr. CanFietp. What percentage of overall customs work would 
you say is transacted in the port of New York? 

' Mr. Srrusincer. About 40 percent. 


USE OF WALKIE-TALKIES ALONG THE MEXICAN BORDER 


Mr. Canrretp. Mr. Emerick, how does the walkie-talkie work in 
narcotics arrests? 

Mr. Emerick. The walkie-talkie is used by customs largely along 
the Rio Grande on the Mexican border. A customs agent will station 
himself at a point along the river which information indicates will be 
a location for a smuggling operation. When the smuggler is observed 
coming across the river, that information is transmitted by the walkie- 
talkie radio to other customs agents farther to the rear, sometimes on 
the highway and sometimes there will be a relay point, depending 
upon the distance between the river and the highway. When the 
information reaches the officers stationed on the highway that the 
suspect is arriving, they will alert all available personnel in that imme- 
diate vicinity of the fact. There may be 1, 2, 3, or 4 cars in the opera- 
tion and when the suspect contacts the person purchasing the contra- 
band the customs official waits until the transfer is made from the 
smuggler to the purchaser and placed in the automobile, and then 
they will close in and make the case. All information passing from 
the river to the officers stationed along the route and on the highway 
is, of course, transferred back and forth by walkie-talkie. Without 
walkie-talkies. many of our most important cases along the Mexican 
border could not be made. 





906 
NLAWFUL EXPORTATION OF AIRPLANE ENGINES TO POLAND 


Mr. Canrietp. Mr. Emerick, in your statement yesterday you 
referred to the unlawful exportation of airplane engines to Poland 
Could you tell us a little bit more about that matter today? 

Mr. Emerick. Yes, si That case is awaiting trail in the Balti 
more judicial district now. It involves the exportation of aircraft 
ngines by a firm known as Air Union, Ine., of Bethesda, Md. \ 

the name of Knight is president of the company, and lhe 
with an individual engaged in the forwarding business i 
and reship them t 


ey ] 
to receive the engines, as the buver, 


rs 
The export license issued by the Department of 


4 4 ‘ . 7 > - rm . 
exportation of the engines to Paris. Che leens 


ot authorize the reshipment to an Iron Curtain country 

ountry When this information came to our attentio1 
vestigation wa ynducted by our agent at Alexandria. I am 
inced that the e: Will ucee fully pr ssecuted 
MANNER O} )ARDING SHIPS AND PLA 


Mr. Canrietp. Mr. Emerick, tell us something about your work in 
searches of ships and planes for unconventional warfare weapons. — | 
believs you told us ye sterday that Customs men are the first men to 
board a ship that enters an American harbor 

Mr. Emerick. Under the port-security program, the boarding 


operation are carried on as a joint operation. The Coast Guard has 
imoculated its personne! against various diseases that may be caught iN} 
the event there is a contagious disease aboard the ship; so the Coast 
Guard and the Public Health go aboard simultaneously. Customs 
officers await the approval of the Public Health Service before they 
board 

Mr. CanrieLtp. How about incoming foreign planes arriving in 
this country? 

Mr. Emerick. The same thing is true. The Public Health Service 
representatives makes the boarding and frequently will fumigate or 
use DDT and other preparations before the boarding is actually 
accomplished by Customs 

Mr. Canrretp. You are then minus the Coast Guard, of course? 

Mr. Emerick. Yes, in those cases. 


IMPORTATION OF DAMAGED CANADIAN WHEAT 


Mr. Canriretp. Mr. Emerick, 1 have in my hand a copy of thé 
Evening Star of Washington, D. C., dated January 30, 1953, an article 
captioned “Customs Bureau Acts To Close Loophole in Importing 
Wheat.” 

The first few paragraphs of this story read as follows: 


The Customs Bureau is moving to close a loophole that allowed 60 million 
bushels of damaged Canadian wheat to come into the United States during the 
last 2 years 

Fast-moving members of the American grain trade used the wheat in a way 
that cost American taxpayers millions of dollars. Much of the operation was 
legal 

Americans imported frostbitten Canadian wheat at low tariffs on grounds it 
was “unfit for human consumption.” After the wheat entered the United States 
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p grade wheat 


‘unfit for h 
ndle partly damaged s 


urinal LLK 


ry to arrive at an interpretation o| 


human consumption and in retro 


» 


} years later gone through all the material in our files 


uked With people who were around at that time, and obtained all the 


| 
Mormation we could as to the me aning of that term as conte mplated 


wv the Congress 


lhe interpretation given to the phrase was that “wheat, unfit for 


human consumption” did not mean wheat which was physically in 


state which would make it injurious to bumans if they ate it-—or 


vested”? it, as the technica! phrase im the file is—but meant wheat 
at was commercially unfit for human consumption. That concep- 
n seems to have been that wheat of that character was used in such 

mited quantities and in such limited percentages in connection with 
anufacture of products for human consumption, such as flour, 

it was not regarded as commercially fit for human consumption 


That interpretation was embodied in published decisions, the principal 


one of which was a Treasury decision, 47577, issued Mareh 13, 1935 


After extended consideration and consultation with the Department 
f Agriculture, which was very much interested in maintaining thi 
feed supply in this country, il Was concluded on the basis of all the 
nformation available, particularly in communications from the 
Department of Agriculture which are referred to in this Treasury 
decision, that it would be appropriate to consider that shipments of 
wheat containing 30 percent or more of damaged kernels, as shown 
by the Department of Agriculture tests, would be commercially unfit 
for human consumption, therefore classifiable at the then 10 percent 
rate under paragraph 729 as ‘wheat, unfit for human consumption.’ 

Now, that practice has continued and has been substantially the 


sume since the enactment of the provision 23 years ago. 
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HEAVIER RECENT IMPORTATIONS 


Recently, in view of 3 or 4 seasons of frost damage in Canada, ther: 
have been apparently much larger importations, in much greate: 
volume, of frost-damaged wheat, which apparently is of a somewha 
different quality, and available for somewhat different purposes tha: 
possibly the normally damaged wheat. The indications are that 
larger percentage, or at least a larger absolute actual volume, has gon 
into the milling of flour. 

In the light of that situation, naturally, the problem was reviewed 
by the Bureau of Customs and the Treasury Department and it wa 
decided that notwithstanding certain technical disabilities—and that 
is as good a phrase as | can think of—in connection with the time- 
honored methods of classifying merchandise, this was a situation 
calling for some special type of attention. 


NEW APPROACH TO PROBLEM 


Consequently, there were announcements made over the signature 
of the Commissioner of Customs in the Federal Register of a new 
approach to this problem from the standpoint of classifying the 
merchandise. The approach announced was that the importers in 
the future, if a regulation in harmony with the announcement was 
promulgated, would be required to announce at the time of entry the 
purpose for which the wheat was to be used. If they declared that it 
was to be used for the manufacture of products for human consump- 
tion, the classification would be 21 cents a bushel as “‘wheat.”’ If they 
declared that it was to be used for feed purposes, as certainly a large 


number of them will, then the current procedure of applying the 30 
percent rule would be followed and it would be classified as ‘‘wheat, 
unfit for human consumption,” at 5 percent ad valorem, if it met the 
30 percent standard. 


REGULATION MISQUOTED 


I am purposely using the statutory language ‘‘wheat, unfit for 
human consumption,’ which appears in paragraph 729. The article 
that you read, and most of the discussion with respect to this problem, 
simply says “‘wheat unfit for human consumption”’, or that wheat has 
been imported as unfit for human consumption. That is, from the 
standpoint of a tariff provision, a nonexistent commodity. So in all 
of our discussions, we necessarily have to speak of the merchandise in 
the tariff term of “wheat, unfit for human consumption,” which has 
been interpreted as I have indicated. 

Mr. Canrievp. For the record, let me read two more paragraphs 
from the article. 

At the other end of the trade channel, there was fraud. After blending some 
of the Canadian wheat with United States wheat, some American dealers exported 
the blend as pure American wheat—and collected a United States Government 


<port subsidy of up to 70 cents a bushel. Canadian wheat was not eligibl 
for the export subsidy 
The Justice Department is studying these cases for possible criminal prosecu- 
I senator Welker Republican, of lowa said he was ‘“‘not impressed”’ by 
rms which offered to refund subsidies after the General Accounting Office exposed 


the trickery 
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QUOTA ASPECT 


Mr. Gary. Do I understand the difficulty in this question is the 
amount of tariff involved on this wheat? 

Mr. Higman. There is another aspect. There is a quota, as you 
know, on the importation of wheat. A certain volume can come in, 
and thereafter wheat may not be imported. Now, that applies only 
to what is called the good wheat. It does not apply to wheat classified 
as “wheat, unfit for human consumption’’. Importations of such 
wheat which find their way into the manufacture of flour for human 
consumption have a detrimental influence on that quota, which the 
Department of Agriculture is very much worried about and which 
the Congress has been worried about. So there is that aspect as 
well as the tariff classification aspect. 


SUBSIDY ASPECT 


Then there is also the further aspect of the subsidies. Shipments 
of wheat classified as ‘‘Wheat, unfit for human consumption” have 
been mixed with domestic wheat and have apparently been exported 
as a part of shipments dealt with as if composed entirely of domestic 
wheat. That is something the Department of Agriculture has gone 
into and that the Department of Justice, as the article says, is now 
looking into. 

Mr. Emerick’s agents in making the investigations which we 
instituted for the purpose of finding out what the practices were with 
respect to the tariff classification and use of the wheat, also developed 
certain information, incidentally, in connection with the subsidy 
program problem, all of which material was turned over to the Depart- 
ment of Agriculture, to the General Accounting Office, and also to 
the Senate Committee on Agriculture and Forestry. 


CUSTOMS QUESTION INVOLVED 


Mr. Gary. I would like to cleat this up. What I am anxious to 
know is what customs question is involved, and by what authority 
do you ask them how the wheat will be used? Is that by reason of 
the fact there is a different tariff on wheat used for human consumption 
and ‘‘wheat, unfit for human consumption’’? 

Mr. Hiaman. In paragraph 729 there is a provision for wheat, 
without qualifying words. It is now 21 cents a bushel because of the 
trade agreements. There is also a provision for “wheat, unfit for 
human consumption.” 

Mr. Gary. Do you mean the tariff is 21 cents a bushel? 

Mr. Hiaman. The tariff is 21 cents a bushel on straight wheat, as 
it is called. On wheat classified as ““wheat, unfit for human consump- 
tion,’ the duty is 5 percent ad valorem, 

Mr. Gary. Which IS nme 

Mr. Hiaman. Yes, s 

Mr. Gary. Therefore, if these people bring in wheat classified 
“wheat, unfit for human consumption,” at a lower rate and then use 

for human consumption, they avoid tariffs? 

Mr. Hiaman. That is not necessarily the case from the standpoint 
of tariff classification principles, because there is nothing in the act 
which places any restriction on the use of that merchandise, 
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Mr. GARY But the point that j am making iS, while it may re 

inlawful for them to do that, they are using for human consumptio 
wheat on which thev have paid the lower tariff, and that is what vo 
are trying to brea up: is that the point? 

Mir. Hiaman. Yes. sir We are trying to meet that problem 

Mr. Gary. That is what vou are trying to stop, and that is tl 
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ason that you are asking the m what they are cromne Lo do with thy 





heat, and that gives you the right to ask the questions because tl 
that 









wheat to determines the tari 












Mir. StrruBINGER. No, sir; that is not currect, and that was thi 
oint that Mr. Higman was trying to make 
I! think what veu should do faddressing Mr. Higman] is to explan 


S ultimat use problem with respect to classification of some articl 
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Nir bir \ 2 1 | il i> w! \ | Started Lo mention the Cast wh 
14 
Congress wanted the ultimate use, the actual proof of ultimate uss 





cri rm the classification of feed materials, as they did a few yea 
avo when they passed what we call the feed bill The Ce ngress pro 
d that the {1 materials would be free of duty during tl 
per ipon the production of proof they had been actually used fo 
feed onsequently, in the administration of that statute the feed 
alers throughout the country had to get affidavits of use from th 
al users, and so on. That is not the situation under paragraph 
There are several provisions where the Congress has provided that 
} classificatior f the artiel either as free of duty, or at a lowe 
rate, is dependent upon proof of actual uss 





For instance, the best example has been carpet wool. Wool 










yught in for use in the manufacture of carpets. Upon proof of us 
for that purpose the wool is free. Another ( xample Is leather for th 
nanufacture of shoes. Leather which is normally subject to on 


rate of duty is entitled to half that rate upon the submission of proof 
iat it has been used in the manufacture of shoes. But this wheat 
provision does not provide for that type of proof before the 5 percent 
can be given to the wheat 

We are trying administratively to perfect an arrangement within 
the terms of the law which will permit of control. That is as good a 
way to describe it as any, some type of an administrative control 
over the situation which has everybody disturbed 


















Mr. James. There is a further point. In addition to bringing 
lamaged wheat in at a lower tariff rate, because there is a quota on 
pr rfectly rood wheat. they are thereby enabled to exceed the quota 


for good wheat by bringing in damaged wheat? 
Mr. StRUBINGER. Yes, sir; they are. 
Mr. James. That is equally important in my mind. 
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I would like to ask a question for the purpose of getting some 
clarification in the matter of where the responsibility of the Narcotics 
Bureau ends and the Customs Bureau begins, or vice versa, on this 
r of importations of illegal narcotics. 
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Mr. SrruBinGer. The Bureau of Customs 


for preventing narcotics from coming into this country 


thus 1mportation 
The Bureau of Narcotics’ functions are to entores the Fed: ra 
with respect. to the illegal use of narcotics within the cont 


nited States and Territories 


I note that the narcotics poop who wert 
’ ' : : ; 


ations a table entitled 


ai i rit 
Kiscal Years 1948 Through 1952.” 
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\ “el 
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ne sublhe ding 


reotu ior the enr LVvodZ oD and il (if 


OUuUTLaS and at th order 534 of arihuana 
Is there a dup] ‘ation in the statements her 
\MIr. Emerick. | believe the figures you are 
made by customs at the ports and borders 
Mr. James. The Bureau of Narcotics say these seizures are th 
ult of their work. They say that they made the seizures. They 
state plainly the number of seizures and purchases in fiscal year 1948 
at the borders and ports 


Mr. Emerick. The narcotics service does not staff border port 
with their personnel. The border ports are staffed entirely by cus 
toms personnel The nearest office of the Bureau of Narcotics o1 
the border, or offices, are located at points 200 or 500 miles away Irom 
the border. For instance, in Texas, there are narcotic offices 
Houston, San Antonio, and in Arizona at Phoenix and in California 
at Los Angeles 

[ do not recall any narcotic offices being on the immediate borde1 
We in customs prepare form 138 covering narcotic seizures. That 
form is submitted to the Commissioner of Narcotics for statistical 
purposes, and I believe the information that is reported to you as 
seaport and border port seizures was obtained by the Commissioner 
from the form submitted to him by the various collectors of customs 

Mr. James. If that is the case we should certainly know it becaus 
they have been given three loud cheers for the wonderful work they 
have been doing, and part of that work, as I understand from their 
statement, is that they themselves, in their own organization, hav 
seized at ports and borders the amounts of narcotics that they hav 
submitted here in their report 

Mr. Srruprncer. Mr. James, I think that I can explain part o 
that. Ports would mean seaports, and certainly in places like New 
York and Baltimore the Bureau of Narcotics are very active with 
illegal domestic transactions 
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COOPERATION BETWEEN THE 





TWO BUREAUS 


Mr. Gary. They work with you also? 

Mr. Srrupincer. And I was going to say that in some of these 
cases they report on the border may be cases on which we have 
worked together 

Mr. Emerick. That is true. 

Mr. Gary. There is cooperation in these cases between your 
Bureau and their Bureau? 

Mr. Srrupincer. Very often a case will arise as to which both 
customs and nareotics have information from the same person and 
they will work together on developing and exploring the case. 

Mr. James. It is not a matter of too great concern. I picked it up 
and wondered about it. 

Mr. Emerick. That could be settled immediately by telephoning 
Mr. Mitchell in the Bureau of Narcotics. 

Mr. James. It probably is not worthwhile. I will not pursue it 
any further. 


MEANING OF PHRASE ‘‘UNFIT FOR HUMAN CONSUMPTION”’ 


Mr. Sreminsk1. | was intrigued by this previous discussion of the 
words ‘‘unfit for human consumption.”’ I would like to ask a question. 
Does that mean organically consumed, a reaction on the digestive 
tract? Is it something that makes someone unfit? Is the bacteria 
count the test? Imfso, then cheese is fermented and has a tremendous 
bacterial count. Is it something that will make you violently ill? 
It might be a very cute device for some sharp operators to get some- 
thing into the country under the label of “unfit for human consumption” 
to make a killing on the market. 








OPERATIONS IN REGARD TO 





ILLICIT EXPORTS 





My second question is, we have talked about cargoes that are illicit 
coming into this country. Through Customs information I under- 
stand that in June of 1952 1 million pounds of rice left Houston, Tex., 
aboard a Greek ship for the Far East. Inquiry by a citizen in Texas 
revealed from the Department of State that that cargo was duly and 
properly unloaded. <A followup inquiry of the skipper of that ship 
revealed that the rice eventually found its way into Red China. To 
what extent does the Bureau of Customs operate in a situation like 
that? 

Mr. Srrusincer. We would operate this way: The shipment would 
have to be covered by an export declaration. I cannot recall whether 
they require a license for the exportation of rice. If an export declara- 
tion was filed by the shipper stating the destination as being a place 
where we could legally send the shipment, we would pass it without 
any question. However, if it developed later that this shipment had 
been transshipped to a point where the export declaration would not 
have been ac epted in the first place, there has been a violation of the 
export control laws, and we could proceed legally against them. 

Mr. Steminski. In conclusion, it is my belief that here in the 
Customs Bureau, in the Narcotics Bureau, and in the Coast Guard, 
we have one of the finest organizations in the making to keep a weather 
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eve on cargoes, illicit ones especially. Cargo kills, be it bullets, or the 
food that goes into the stomach of the soldier who kills. 

The British starved the Germans in World War | by cutting off 
their food, thereby getting at the Kaiser’s capitulation more quickly. 

When you discover that 500 tons of narcotics disappeared from the 
world market in 1950, and when vou learn that that cargo was worth 
$2 billion broken down into the illicit consumer market, what chance 
has the econom\ of the United States if that practice Is kept up? 


REACTION OF BAD WHEAT ON THE HUMAN BODY 


Mr. James. Could I interject a very interesting explanation of 
what bad wheat might do to a human being for the benefit of our 
colleague? 

| read somewhere that wheat in a certain stage of spoiling develops 
ergot and that ergot in sufficient quantity may cause a pregnant 
woman to have a premature birth or a miscarriage. 

Mr. Gary. They use it for that purpose 

Mr. James. I did not know they used it for that purpose; I just 
ead that was the result 

Mr. Gary. I think ergot is prescribed to accomplish that result 
when it is desirable medically. It will, as I understand, bring the 

mdition on, and they use it medically for that purpose. 

Mr. James. The article further said that the use of unfit flour has 
caused serious illness in children, so there may be something here to 
he concerned about 

Mr. Sreminsk1. In the October 20, 1951, Congressional Record, in 
the appendix, there was a little article of mine entitled “Gold, Opium, 
and Diamonds.” The question was whether these things were now 
in Red trade channels to help the Reds get money to buy implements 
of war I am happy to see this brief put out by you breaking down 
the information, and I hope that you can keep shooting at these cases 
to show the people how important the job is that vou are doing. 

Mr. CanFieLp. Mr. Vursell 

Mr. Vurseui. No questions 


AupiT oF CoLLEecTION AND MERCHANDISE ACCOUNTS 


Mr. Canrietp. The next phase of Customs work that we review 
this morning is that of “Audit of collection and merchandise accounts”’ 
for which there is a request of $1,199,000 for the fiscal year 1954, the 
same amount as allowed for the fiscal year 1953. 

Mr. Strubinger, will you discuss that item, please? 

Mr. Srrupincer. The audit of collections and merchandise is car- 
ried on by comptrollers of Customs, and they are primarily respon- 
sible to verify the proper and complete accounting by collectors of 
customs duties, taxes, fees, fines, and penalties, and any other amounts 
that may be received by collectors, and also to audit the disbursement 
of refunds and drawbacks. 

The comptrollers’ offices are located in seven districts throughout 
the United States. Each comptroller has assigned to him from 5 to 6 
or 7 collectors’ offices. In effect it is what the term implies—a comp- 
troller-audit operation. 
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BACKLOG OF 





VERIFICATION CASES 











Mr. Canriecp. | notice your workload data report indicates that 
for 1950 there were 147,536 verifications pending at the end of the 


vear, and you project slightly more than that amount for the new 


fis al year 







Mr. STRUBINGI 





Yes, 











If 


sir you will notice on that table, in 

1951 we had a backlog of 324,000, which is reduced in 1942 to 165,000 
Mr. CANFIeLbD. I noted that. 

Mr. Srrurincer. That was accomplished by some spot checking 






and short-cut methods We realized that we could not let this back 
log accumulate any further, and by careful selection of certain types 
of entries, we are paying less attention to them than we did previousl 
Those types of entries are ones where there has been no change 1 
either appraisement or classification as it is processed through our 
various offices 


















MEANING OF THI 





WORD “DRAWBACK” 











Mr. Canrretp. Mr. Strubinger, will vou define for the record at 
this point what you mean when you refer to customs drawbacks? 

Mr. Srrusincer. Mr. Chairman, I am going to have Mr. Higman 
take care of that question 

Mr. Hieman. A drawback is a refund of duties paid which is ob 
tained when the merchandise is exported in three general situations 

One, when it is exported from continuous Customs custody, and the 
refund is 100 percent of the duty. 

Another is when it is refunded after having been manufactured 
into an article by an American manufacturer and the article is exported 
and the refund is, roughly speaking, 99 percent of the duties paid 
There is a third minor class, articles which do not conform to the 
sample or specification which, if returned to Customs custody and 
exported under Customs supervision and in a specified time, can get 
a refund of the duties paid 















ANALYSIS IDENTIFICATION O} 


PURPOSES 


AND 










MERCHANDISE FOR TARIFI 





Mr. Canrrevtp. The fifth general phase of Customs work comes 
under the title, ‘Analysis and identification of merchandise for tariff 
purposes.”’ For that you are asking for $713,000 for the fiscal year 
1954, an increase of $20,000 over the amount allowed for the fiscal! 
year 1953 

Mr. Strubinger, will you address yourself to that item, please? 

Mr. Srrupmncer. Yes, sir. The analysis and identification func- 
tions are performed in our Customs laboratory. We have nine of 
these laboratories located at the principal ports, and they are staffed 
by chemists and other specialists who have been trained in Customs 
laboratory procedures and processes, and who have become expert 
in the efficient analysis of samples of merchandise. 

The main function with respect to our laboratories is identification 
and testing with respect to what the amount of duty should be 
assessed on a given commodity. 

As an example, sugar is tested to determine its purity. 
tested to determine its clean content 












Wool is 


\folasses and sirups are tested 
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pI 
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for sugar content. Under the various sections of the Tariff Act 

rovision is made for a rate of duty based upon the particular con 
odity, usually requiring analysis to determine what the final quantity 
vould be that you could get out of a raw material. By testing that 


na laboratory we determine those amounts 


ANALYSIS OF SIEZED NARCOTICS 
Mr. CANFIELD. You tell us, however, that besides these anal 
ou analy ze items in other categories, such as seized narcotics 
and so forth Will vou discuss that phase? 
Mr. Srrurincer. Yes. Each time there is a seizure of narcot 
rr other drugs, a sample is sent to the Customs laboratories to d 


mine just exactly what the commodity is [In other words, going into 


ourt without a proper laboratory ré port on a narcotic case would 
mean that we would fail to produce the corpus delicti, vou might say 
l1wev ould have no case, so our laboratories will make an analysis 


yf the seizure and re port the amount of opium or cocaime or heroin 


WORK 


NUMBER OF EMPLOYEES \ AGED :IN LA MPRATORY 


In) 


Mr. CANFIELD. How many emplovees do vou have engaged 
ype of work? 
Mr. Srrus! :. We have in the laboratories at the present 


approximately 
REPLACEM OF EQUIPMI 


Mr. CANFIELD. Are there any funds being requested for 


equipment? 

Mr. Strusrncer. There are funds being requested for new equip 
ment to replace equipment that through depreciation and obselescenc 
will become useless. The additional amount there is $20,000. 


’ 
lé 


ExEcuTIVE DirectTIOoO?D 


Mr. CANFIELD. The sixth and last item is ‘‘Executive direct 


The request for that is $1,306,000, the same amount as allowed last 
vear. Will you discuss that briefly, Mr. Strubinger? 


On 


HEADQUARTERS OFFIC] 


Mr. Strupincer. The headquarters office of the Bureau of Cu 
toms is in Washington, and at the present time it is staffed by appro 


mately 227 employees. The formation of policy with respect to 
handling importations of merchandise, enforcement, appraisemen 
and all phases of customs work is directed by the Bureau headquarters’ 


office. 
In addition to that, we maintain in Washington inspection team 


who periodically go to our field offices and inspect their offices f 


‘ 


«yr 
uniformity in practices. 
Mr. C : D ; ] ‘ re ] ler the classific 
iT. ANFIELD. oO you employ any personnel unde! the cia 


tion of economists? 
Mr. SrrupInGcER. We do not, sir 
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Mr. Gary. Are you asking for any additional personnel for head- 
quarters? 

Mr. SrruBINGER. No, sir; we are not. 

Discussion off the record.) 

Mr. Canrigtp. Mr. Strubinger, we have called as a witness the 
gentleman from Washington, Mr. Horan, a member of the House 
\ppropriations Committee, who desires to appear before this com- 
mittee this morning. Pending his arrival, do you or your staff have 
any other problems you think ought to be presented to us at this 
time? 

Mr. Srrupincer. I brought some additional material along that 
was asked for yesterday, and if you care to, we can discuss that. | 
think Mr. Gary asked for some information with respect to our ports 
along the Canadian and Mexican borders and I have brought along 
a map, copies of which have been distributed to the members of the 
committee. [I would be glad to answer any questions on that now, 
if there are any. 

Mr. Gary. So far as I am concerned, the map contains the exact 
information I wanted 

Mr. Canrrevp. Is there anything you want to add to what you 
said yesterday ? , 
















NUMBER OF 





BORDER PORTS 









Mr. Srrupincer. I would like to add one thing; that there are 151 
border ports of entry, and about 45 or 50 additional stations. I think 
the estimate I gave yesterday was about 190 and that is just about 
on the nose. The stations are not indicated on this map; just the 
ports of entry 

















DIFFERENCE BETWEEN A STATION AND A PORT 








\M(r. Gary. What is the difference between a station and a port? 

Mr. Srrupincer. There are some differences in the accounting. 
Where we have just one man we feel that it is more economical to have 
the one-man station operate under a sort of subheadquarters office 
rather than to have him keep all of the detailed accounts that have to 
be kept. For all customs purposes, the same rights are available to a 
person wishing to do business at a customs station as at a port of entry. 

\ir. Gary. They may cross the border at a station? 

Mr. Srrupinaer. Yes, sir; and they may make importations at 
a station. 


Mr. Gary. I take it that the ports of entry are open most of the 
time? 















Mr. Srrupincer. That is true and stations for the most part are 
at places where there is very infrequent travel, or at a seaport where 
there is very little activity so far as vessels are concerned, and a great 
many of them are part time. They are not manned for a full tour of 
dut? 

Mr. Gary. But the ports are open 24 hours? 

Mr. Srrupincer. No, sir; not all of the ports. Comparatively few 
are open 24 hoursa day. And that is Mr. Horan’s problem, I believe, 
to extend the hours of service at a few ports in his district. 
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PUBLICATION OF LEAFLETS 


Mr. Canrie_p. Mr. Strubinger, are you still publishing these little 
leaflets containing customs information for the benefit of people leaving 
the country and returning? 

Mr. SrrusBinGer. Yes, sir; we are. A great deal of that, however, 
s done by travel agencies, the AAA, steamship companies, and so 
forth. 

Mr. CanFigeip. At their expense? 

Mr. SrrupinGer. At their own expense; yes, sir. 


CUSTOMS SERVICE AT CERTAIN POINTS ON THE CANADIAN BORDER 


WITNESS 


HON. WALT HORAN, A REPRESENTATIVE IN CONGRESS FROM THE 
STATE OF WASHINGTON 


Mr. Canrre.tp. We are very glad to have with us this morning the 
distinguished gentleman from Washington, Mr. Horan, who is one 
of our senior members on the House Committee on Appropriations. 
We all recognize him as one of the most able and one of the most con- 
scientious Members of the House. We understand that he has a 
problem he wants to discuss with us and we have set apart this time 
to hear his story. We shall be very glad to hear you now, Mr 
Horan. 

Mr. Horan. Mr. Chairman and gentlemen of the committee, I am 
very privileged to have this opportunity to appear before you. | 
want to talk about the growing north half of our North American 
Continent. I happen to have 250 miles of the Canadian border in 
my district, a very happy circumstance; but since American and 
English capital is investing about $1 billion in British Columbia at 
this hour, and since the State of Washington is growing, due partic- 
ularly to Government investments and the fact that the Columbia 
Basin is now being settled, I think it well to bring these matters to 
your attention. We expect a population in excess of 250,000 people in 
the Columbia Basin itself within the next 10 years 

My own district is growing. I have the Canadian border from the 
crest of the Cascade Range on the west over to the Columbia River 
where it enters the United States, and on for a few miles where it 
arrives at the Idaho boundary. Naturally, I have customs and immi- 
gration and naturalization problems there. They are inescapable 

With the growth of those two areas it is also inescapable that we 
will have increased traffic across the border, going and coming. 

I might mention now that the depreciation of the American dollar 
in terms of the Canadian dollar has increased the southward traffic. 
Canadians are visting the United States. As I drive back and forth 
from my district the Canadian license plates equal in number those 
of ours out on the open road; not in the congested areas, of course 
And necessarily that increases not only our customs, but our immigra- 
tion and naturalization problems. 

I appeared yesterday morning on these items before the subcom- 
mittee handling appropriations for the Departments of State, Com- 
merce, and Justice. Immigration and Naturalization, as you know, 
comes under the Department of Justice. 
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i hese figures that | am goimg to rive you are already in the recor 
if you will permit me, I would like to read to vou some of the 
rures that we have accumulated and which, as I have said, ar 

already in the record in the hearings for the Department of Justic 

hey come it of my consultations with the collector of customs a 

eattle, Mr. Howard MacGowan, and Mr. John Boyd who is thy 

head of the Immigration and Naturalization Service in Seattle. 


out 


I'wo vears ago, Mr. MacGowan, Mr. Boyd, and my wife and I mad 
a trip along the border, and we visited and talked with the customs 
officials. We stopped at Trail and met with the board of trade. 


; 
YT 


I might also add that twice while I was in the district last veal 
delegations from Canada called upon me, as though I were thei 


( ongressman: because we want to ¢ xpedite, we Want to enhance, \\ 


int to increase the service at the border 
It is all, Mr. Chairman, in keeping, I think, with the honorable and 
proper re lationships that we have with our Canadian cousin 


ihey happen to be one nation in the whol 


ut nothing of the United States excepting friendship 
of course, availability to our markets. I may, as a producer i 
the United States, resist that; it is the natural thing, but I cannot 


r Canadian cousins for that 


SO the traffic between ourselves and ( anada IS Ine scapable I ha 


Ale 


son 9 or 6 port 1 my district One of them has come of age. Wi: 
v have 24-hour service at Oroville, Wash., which is due north of my 
hometown of Wenatchee. Others want increased service and I think 
inescapable that thev are going to get it 
This is an administrative problem that I am presenting before you 
i} I item that I think vou will see in the justifications before this 
ymmit ter the total for the customs service. I told the othe 
bcommittee yesterday that the items that I mentioned were mere! 
mbraced in the total of the appropriation before them. It is up to : 
se administrati weighing and deciding where to place the dollai 
where it vill do the most cood 
Thess ivures that | would like to recite to you will be rather 3] 
luminating, for this reason. The Canadians do not waste money 


on a port that does not need more than one man. Wedo. We ar 

doing it all along the border and I trust that a wiser administration 

yf Customs and Immigration, and a better relationship interdepart 

mentally might reduce some of the staff that we have at points wher 
| does not indicate it should be there. 


‘trame 

| should like to give you some firures pow off the record. 

Statement off the record 

\Mir. Horan. The Canadians put one man where the traffic is light 
and they put more than the number that we have where the traffic is 
heavy. They cut through the cobwebs of precedents and they do a 
job. I would not say that their administration is good, but ours 
sometimes is not too commendable. 

As I have told the boys on the border, I am not working against 
you men. You are in an administrative post. here in Washington 
And here I would like to go off the record again. 

Statement off the record. 

Mr. Horan. The terrain in Canada is such that I think we will 
have to reopen the Nighthawk Port because the Similkameen River, 
which is the principal tributary of the Okanogan River, which in 
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irn flows into the Columbia, has a range between it and the upper 

‘aches of the Okanogan River which the Oroville Port serves; if we 
are ever to build a dam at Shankers Bend, near Oroville, we will 
reate a storage pond that will necessitate a port at Nighthawk, 
ecause it will be across a considerable body of water. 

The Canadians recognize this and their every activity is in the 
direction of going down the Similkameen drainage area, on down to 
Omak and Okanogan in my district. It is a natural thing, and | 
trust that the customs service will reopen that port with at least one 
man who can do double duty. 

That is about all I have to say. These, as I have told you, will 

t appear in your justifications in detail. However, they are a part 

my responsibility helping a growing area, Mr. Chairman. I am 
not responsible for the growth in my district nor am I responsible 
for what is going on in British Columbia. ‘Their population is increas- 
ng by leaps and bounds and this is just one of the things that goes 
long with an-increase of population 

| want to Say this for the customs service They have been most 
ordial to me. I want to thank these gentlemen of the customs 
service for the courtesies they have shown me, for the answers to 
he questions that I have asked 

[ assume, since there has been a change of administration, that 

‘ will have a change of at least 1 or 2 officers in the outlying areas 


that as a matter of fact | have alwavs gotten along with 


\\ 


Howard McGowan who has been the collector of customs and 
Green in the office out there 
These figures are available to me because 2 years ago I asked them 


o keep a running chart so that you gentlemen back here would know 
the traffie patterns that are being built up on both sides of the border 
and you would know where the pressures for a port would be o1 ae 
be most apt to occur. I wanted them to keep current on all « 
figures and the hours prescribed for any given port. I want to say 
that it is that type of cooperation, in my opinion, Mr L, 
that makes for the best Government that we can have, so that we in 
the Congress, who try to express the will of the people, can work with 
them to try to carry out the needs of the people 

| have found that to be true in my relationship with the customs 
service from the Department of the Treasury out in my district and 
in my area, because they serve more than my district, of course 

I should be glad to attempt to answer any questions you gentlemen 
may have. 


LOCATION OF CANADIAN AND MEXICAN BORDER PORTS IN RELATION 


ro OUR 


Mr. Gary. Mr. Chairman, I would like to ask Mr. Strubinger, 
Does the nation across the border maintian ports at the same points 
where we do? 

Mr. Srrusincer. They do, sir 

Mr. Gary. In every instance? 

Mr. SrruBINGER. In every instance. 

Mr. Gary. And do they have any ports at places other than where 
ve have them? 
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Mr. Srrupincer. | think there are a few places where the Cana 
dians maintain a station where we do not. 

Mr. Horan. They are setting one up at Nighthawk, I understand. 

Mr. Srrupincer. There are a few places along the border where 
we do not have a station immediately opposite the Canadian station 
However, we have signs up that tell them where to go to report, in 
the neighborhood of the locality, anywhere from 5 to 20 miles. 

Mr. Gary. Is that also true of Mexico? 

Mr. Srrusincer. I do not believe Mexicans have a port anywher 
where we do not have one. 

Mr. Gary. But they do have a port at every point where we hav: 
one? 

Mr. SrruBINGER. Yes, sir. 


LACK OF VAGRANCY ALONG THE CANADIAN BORDER 


Mr. Horan. I would like to say this. Since the bootlegging days, 
we have had very little vagrancy along the Canadian border from the 
Pacific to the Atlantic. During prohibition days we did have boot- 
leggers who crossed the border without checking in, as we all know 
But since that time, I think at least 95 percent of the people who come 
across the border—and the border is open for miles; anybody can 
cross the border, but by and large most of the people, both in the 
United States and in Canada are responsible people. They realize 
that if they cross the border illegally, they will be apprehended sooner 
or later so that by and large they do check in. They may cross the 
border and report in the next morning. That happens. But by and 
large they do report. 

That is not true along the Mexican border. 

(Discussion off the record.) 

Mr. Horan. I want you gentlemen to know that along the Cana- 
dian border it is a matter of honor to provide service to the people who 
go back and forth, because the people who live along that border 
respect government. lam sure ofthat. And it is up to us to provide 
service where it is indicated. 

If this committee does nothing else, I would suggest that you urge 
the Customs Service to keep a close check on road patterns and other 
matters that affect the need, or even to anticipate the need for service 
along the border. It is the best thing we can do for good-neighbor 
relations. 

Mr. CANFieip. I would like to say, as chairman of this subcom- 
mittee, Mr. Horan, that you have made an impressive and a challeng- 
ing statement here this morning. It is obvious that you are very close 
to the border situation in your home district and have made an 
intensive study of the needs. 


STAFFING OF BORDER PORTS 


Is it your contention here this morning that some of the customs 
and immigration facilities along the border in the district you repre- 
sent so well in the Congress of the United States, are overmanned, 
while others are undermanned? 

Mr. Horan. I would say that along my border I do not think you 
will find overmanning. I think the statistics will bear me out. I do 





O71 


ot think in terms of what the Canadians are doing that in my district 
here is any overmanning. We will have to add 1 man at Oroville for 
24-hour service. When we do that with six men, we are doing a pretty 
rood job 

The Canadians in one case, have almost doubled the number that we 
have, but in other cases we have 4 or 5 times as many as they have at 
inv given port 

My suggestion would be a factual reevaluation of all of our ports, 
o reduce them to size. 

Statement off the record 

Mr. CanFietp. Based on vour own studies, how many more men 
10 you feel would be necessary at this time? 

Mr. Horan. The Customs Service itself is taking I think a factual 
approach to this matter. At Oroville they are only requesting 1 
more man to increase our service to 24-hour service. 

Mr. King. Immigration is going to give us some assistance. 

Mr. Horan. | strongly recommend that doubling up of service 
there, because you have got good men in the Customs Service and 
they can take care of all but the technical phases of immigration and 
naturalization, and the Immigration and Naturalization men can 
take care of everything but the technical phases of customs work 
And if you have a problem that demands the retention of an individual 
nobody can complain about that. What we do not want to do is to 
nterfere with the proper flow of traffic. 1 think the Customs Service 
is doing that. 

I would like to say this for the record: In the past I have been critical 
of the fact that our American Customs and Immigration and Natural- 
zation Services have been definitely overmanned at certain points 
along the Canadian border in terms of what the Canadians themselves 
supplied for the same service, and an equal service 

[ do feel—and I mean this sincerely—that my recent observations 
indicate that that fault is being corrected. The only thing I can do 
is to encourage the tendency in that direction. 

Mr. Canrie_p. Mr. Horan, the administrative leadership, headed 
by Mr. David B. Strubinger, Assistant Commissioner of Customs, is 
here this morning and we are going to hear from them. Before that, 
if Mr. Gary or Mr. Sieminski have any questions, they may ask them 
at this time. 

Mr. Gary. I would like to say that I think Mr. Horan has made a 
very excellent statement of this situation. He is representing his 
district with great ability, as he always does, in the Congress. 


EFFICIENT SERVICE AT PORT ANGELES 


Mr. Sreminski. I was up through Mr. Horan’s district last summer, 
with my family, and I would like to balance his statement with the 
observation that I thought our service was most efficient. Coming 
into Port Angeles out of Canada, the Port Angeles custom people 
were most courteous and efficient, especially in the expeditious way 
they handled travelers on the boat, where we all had a chance to make 
out our declarations; when we landed, the declarations were promptly 
processed. 

I think the fact that we stated what we were bringing in made it 
easier for the people looking through our baggage, so they did not 
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bother us. Perhaps it was because of the congressional plates, but 
I do not think the inspector saw the plates. They have only 
limited time sut I think the fact that our declarations were al 
made out was a factor in getting us through so quickly 


SMUGGLING ALONG THE WASHINGTON BORDER 


Canada bas been a great center for Communist influence, in th 
lumber industry particularly; Communist unions have shot pieces 
out of its lumber industry and we are possibly faced with a smuggling 
problem of narcotics, and so forth. 

1 wonder, Mr. Strubinger, whether you have come across any 
smuggling in these areas that Congressman Horan was talking about 

Mr. Srrupincer. Not in eastern Washington. We have som 
smuggling from Vancouver and Victoria into the United States | 
do not remember any cases in eastern Washington. 

Mr. Horan. It seems to me that years ago there were cases wher 
they went inland and across the border. I have not heard of any 
lately 

Mr. Steminski. Congressman, we stayed at a place, Flathead Lak« 
in Montana, just south of Glacier, not too far from Hungry Hors 
Dam. The Anaconda people are going to build a tremendous alumi 
num plant near Kalispell. It is going to be a great industrial area and, 
as you say, it is growing, too. By the same token, Canada is growing 


Big oil operators are up there now, and it looks like frontier days again 


Pr rhaps we can say this for the Customs people: they are there, on 
time with enough 
NEED FOR COURTESY 


As I understand ii, vou are sensitive concerning the treatment of 
the people who are coming and going up there 


Mi Horan. That is right | want the customs service to be as 


’ 


courteous as possible. I want them to be vigorous in the duties they 
have to perform, in going through the luggage, and so forth Sut 
in all cases—and I think this is particularly true where they do not 
have too much to do at least sometimes they are very overbearing 
That should not be, and I hope these gentlemen will correct it 
There is no reason why a man cannot be courteous. Courtesy and 
discipline can be mixed 

Mr. Steminskr. | do want to second the motion on the development 
of that area, as Mr. Horan has pointed out, Mr. Chairman. 

Mr. Horan. The Canadians do not spend the money that we do 
The \ have red iced their income taxes 11 percent, as you know They 

{ 


have a balanced budget They do not have any Wal budget to speak 


of. They pay as they go 
NEED FOR NORTH-SOUTH CANADIAN HIGHWAYS 


We have a very difficult time getting the Canadians to build north- 
south highways. They build east-west highways, transcontinental. 
We build highways both ways. We are hoping the Canadians will 
build a road from Roosville up to Eleo, which will connect with one 
of their east-west highways If that happens, Roosville will become 
an important port, probably take over in the case of Newgate in north- 
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1 Idaho which now feeds up to Cranbrook and up to 
lasper National Park 
| want Vou to know that some of our problems along the Canadiat 
rder are beginning to be met We were pushing our developments 
p to the Canadian border Some of the demands for service on this 
de were pot indicated by corresponding demands for service or avail 
le facilities on the Canadian side But that is now be 
ipidly 
Mr. CANFIELD. | think you did well, Mi 
tance of courtesy in the customs operation This committee year 
em ha ized that, and we have peep told by the ft nael 
B very complaint alk 
MVeSLIVALeE 
cr} 1d to hear tH 
‘here ha Dec 
by the Customs leadership 
‘ustoms Bureau in Washinetor 
ceiving many tributes, many letters 


rieous operator 


Wi have before us this more 


istoms leadersh p and, if vou will 

rubinger may have some 

esentation 

Mr. Horan. I all to thank you for having 
ntlemen he e when | Was perl itted to testily | only represen 
mall portion of the thousands of miles along the Canadian bordet 


I do hope that I represent the attitude of my colleagues who ha 


hese problems and who are trying constructively to work with 


entiemen ino administration It is a problem of the « 
rine ds and a propel ad ninistration of the ports a 
| trust that everything | have said ha peen ta 


! tas a matter of criticism, but as an attempt 


innot be out on the road all the time and who have to spen 


me in Washi grton I hope vou take it in that spirit 
STRUBINGER. | certainly do. Mr. Chairman, I might say 


ie first place, that there are two of us here who are familiar wit! 


, } 
1 Ul 
uur district, Mr. Horan. I personally have visited all the portior 
that you have mentioned. Mr. King also has visited those ports 
We do know that those ports and other ports along both borders 


ire’ being subjected that is, the deputy collectors there and o 


ollectors are being subjected to requests for additional hours of 
service We think that from the servic angle those additiona 
hours are needed. Very frankly, our difficulty is with the amount of 
money we get, being able to increase th hourse of service 


REASEHED WORKLOAD I N H NDLED WITH 

| have, during these hearings and at other hearings pointed out 
our difficulties with respect to handling the present volume of business 
with the number of people that we have available | would like to 
repeat part of that Our volume of business since 1947 over all has 
gone up about 60 percent. We are operating with about 10 perce 
: 


1 ; ‘ 
1eSs personne! than we had in 1947 So we have the administrative: 


problem of trying to determine where we are going to spend 





money to the best advantage and for that reason we have not bee: 
able to meet the requests to extend the hours of service at some of 
these places. We just cannot afford to do it. 

| might say in addition that 2 years ago we made a complete survey 
of every border port from the standpoint of manning and also to co: 
solidate inspections by Immigration and Customs. As you probably 
know today, different than it was 3 or 4 vears ago, an immigratio: 
mspector and a customs inspector perform dual duties on the lin 
The result is that we were able to save some 40 or 50 positions. 

I will not attempt to sav that there is no overmanning at any port 
[ do not think so, but we will certainly go into that situation. 

Discussion off the record.) 


DIFFICULTY OF BALANCING THE BUDGET 


Mr just want to say that the testimony that we have ju 
taken illustrates how much easier it is to talk about balancing the 
budget than it is t ance it. 

Mr. Horan. There is no question about that, 

Vir. G g [t is very easy to Sa\ that the budget is inflated, but 
when you come down to actual cases and consider the various activi- 


ties, you find 


that in the Treasury they are running on pretty thin 
margins. I think you could spend more money profitably in the 
Treasury Department, particularly in the Bureau of Customs and 
Bureau of Internal Revenue and probably in some of the other 


agencies, 


Mr. Horan. We expect a population of 190 million 22 years from 


now. That is the projection. I do not think there is any doubt but 
that Canada will have 35 or 40 million by that time. They are growing 
immeasurably faster than we are in many areas. The growth of the 
population alone is going to increase the headaches and the need for 
service in the Customs Bureau. 

When we balance the budget, let us look at the facts of our growing 
Nation and the needs for service in the departments, and let us make 
our savings where we are wasting money. I could point out some, 
but I do not think you want to go into that now. Your hearing this 
morning is on the Bureau of Customs. You gentlemen are doing a 
good job and I hope that nothing I have said has been other then 
constructive. 

Mr. Chairman, I want to thank this committee for the privilege of 
appearing before it. 

Mr. Canrietp. Mr. Horan, we thank you. 

Mr. Strubinger and gentlemen, we are very grateful to you for your 
testimony. The committee will now stand adjourned until 9:30 
tomorrow morning when we take up the Bureau of Internal Revenue. 
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SALARIES AND EXPENSES 


Analysis of reductions 7 mended in 1954 budget estiamales 


A 
ut , taxes, and fees 
Appraisal of imported merchan- 
11S¢ 
Investigations of violations of 
istoms and related laws and 
regulations 
4. Audit of collection and merchan- 
lise accounts 19. 000 
Analysis and identification of 
merchandise for tariff purposes 


OOO 
6. Executive direction 


06, 000 


Total. “ 7 | 42. 000, 000 


EXPLANATION OF REDUCTIONS 


Assessment and collection of dutie S, taxes, and fees: 
Klimination of funds for equipment replacement 5 


$51. 200 
Reductions resulting from freeze on the filling of vacancies 192, 700 


Reduction in number of samples tested in weighing and gaging 300, 000 


Reduction in port patrol force 


20/1, 000 
Elimination of funds for border buildings 


15, 000 
Total 1, O88, 900 
Appraisal of imported merchandise: 
Elimination of funds for reclassificatior Civil Service Com- 
mission standards are not expected prior to July 1, 1954 203, 300 
Elimination of funds for equipment replacement 15 


. 600 
teductions resulting from freeze on filling of vacancies 


SO, OOO 
‘LO eens 298, 900 
Investigations of violations of customs and related laws and regu- 
lations: 
Elimination of funds for equipment replacements 


200 
teductions resulting from freeze 


on filling of vacancies 000 


Total 3, 200 
Audit of collection and merchandise accounts 


Reductions*resulting 
from freeze on filling of vacancies 


O00 


81734—538——-37 
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ANATION OF REDUCTIONS—Ccontinued 


merchandise for tariff purposes: 
equipment replacement $20, 000 
om freeze on filling of vacanci 000 


, 000 


000 


000 


Mir. Canrieip. Today we reach the appropriation title ‘Salaries 
and expenses, Bureau of Customs.’’ Under the so-called Truman 
budget the Bureau of Customs requested $42 million with 8.040.7 
average positions. Under the revised request there is now being 


asked $40,500,000 with 7,705.7 average positions. This means a 


reduction of $1,500,000 and 335 average positions. 


L\CTION TAKEN BY THE SECRETARY 


read briefly from the letter of the Secretary of the 
Humphrey, dated April 15, 1953, addressed to this 
Reading 


ts final consideration of our proposal of a budget 
the Bureau of Internal Revenue, I want to be 
lear the principk followed in reducing the 

get by $6,500,000 As the Under Secretary 

fi Senate subcommittee, this re- 

not expected to affeet materially 

he Bureau’s budget where it can 

tures will produce even greater increases 
tem of ‘“‘Investigation and audit of tax 
provided in the Trumaz 

this figure, for Com 

he is now et! 


gaged 1 
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termined whether this is the right amount, or wheth 
creased When such studies have established a reasonablk 
ount by which increased enforcement activities would pay 
increased tax collections, we shall not hesitate to ask the Congr 
ental appropriation, if this is the indicated conclusion 
\ somewhat similar comment should be made with respect 
£49 500,000 requested for the Customs Bureau Here 
f the work, & ior exampie,. to determil 
ntage of mail matter than at 
more than the inereased cost of such 
whether the increased Customs workload es 
e projected force; to appraise the savings which could 
rojected Customs Simplification Act; and to decide whet 


eing done in other respects, inc 


iuding the surveillance of Communi 
material entering the country If it appears necessary as a result of t 


shall request a ipple mental appropriati 


Present today as witnesses are Mr. H. Chapman Rose, Mr. David B 
Strubinger, and Mr. Frank B. Gatchell. 


REDUCTION IN SERVICES PROPOSED UNDER REVISED BUDGET 


Mr. Strubinger, do you have a statement to make at this time 
regarding the reductions made in the revised request? 

\ir. Srrupincer. Mr. Chairman, I think the Secretary’s lette: 
pretty well covers our thinking on the way we are going to go about 
trying to work within the appropriation that is now being recom- 
mended. We have under consideration various projects which will 
simplify, we believe, methods and procedures and will enable us to 
operate properly and efficiently within the amount that is given us 

I might say that the projects are all under test, that we are not sure 
yet we are going to meet these objectives, but I think we have a reason 
able chance of doing so. We have anticipated, as a matter of fact, some 
of the changes involved that will be included in the Customs Simplifi 
cation Act to the extent that we can within the framework of the law 
One procedural change under consideration is the process of obtaining 
information from importers with respect to value 

At the present time and for the past 15 years it is and has been the 
practice to require an importer if he wants information with respect 
to the value, to file what we call a submission sheet in advance of the 
appraisement of the merchandise We are going to discontinue this 
requirement and in lieu of handling this extra paper and to eliminate 
the contacts with the importers that are necessary back and forth dur- 
ing the period the appraisement is under consideration we are simply 
going to go ahead and make our finding and then advise the importe! 
if there is any difference between the entered and appraised value. So 
that will eliminate, we believe, a tremendous quantity of paperwork 
within the appraisers’ stores. 


i 


In addition, we have issued instructions to our border ports not to 
issue touring permits except where they have reason to believe that 
2 person coming into this country is going to stay past the 6-month 
period We believe that in so doing, we can speed up the flow of 
traffic alone the Canadian and Mexican borders and it will mak« 
unnecessary the cutting out of line of cars where the inspector know 
that the driver is going to make a trip into the interior somewhere but 
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uniess questioning reveals that fact that he is going to be there fo: 
an extended period, we will not issue a touring permit. It takes 5 o: 
i(} minutes to issue a touring permit for a car. 

We intend also to lessen the degree of the examination of passengers 
baggage at seaports and airports. At the present time we hav: 
practically a 100-percent examination of all baggage that comes in 
at seaports and airports. That is not true along the Canadian border 
\ great portion of the baggage carried in cars or on the person 
belonging to people coming across the border, is not examined so that 

fect, what we are going to do is to apply about the same procedur 
Lo airports and seaports. 

also are going to try a system of determining in advance whethe: 

ir not we should weigh, gage or measure certain types of merchandis: 
We believe in this area there is greater room for the acceptance of th 
ice or commercial weights. 
fr. CANFIELD. Mr Strubinger, what was the amount allowed thx 
reau for the current fiscal year? 
[r. SrRUBINGER. $41 million. 


\ 


EFFECT OF REDUCTION ON THE NEW YORK AREA 


fr. CanrieLp. After these projected cuts were publicized, following 

» Senate hearings, there was protest on the part of importers in the 

York area, to the effect that the brunt of any personnel reduction 
would be on that area. I assume you saw that? 

Mr. Strrupincer. I did not see it. I heard of it. In other words, 

they feel that since New York has something like 40 percent of the 


personnel, any cut necessarily would carry the greater portion of it in 


\ 


.w York, and that is true. Under these actions that we intend to 
take New York will have to absorb the greater portion of the reduc- 
Lions. 
Mr. Canrretp. You feel, however, that the program that you 
outlined will serve to dissipate that complaint? 
\ir. StrupinGcerR. I feel that we have got a reasonable chance of 
‘omplishing this within the money that we have, if we apply our- 
es diligently and try to make this work. I think we have a 
reasonable chance of getting by. Of course, if we have an increased 
rkload, or if the workload continues to increase, that is an entirely 
ditferent proposition. We will have a different proposition on our 
hands 
ADDITIONAL HELP FOR FAR EAST 


_ CANFIELD. I think it is understood in the Secretary’s letter 


if you run into serious trouble you are going to come up and talk 

h us again. 
May I ‘ask you also, Are you going to be able, under this revised 
program, to send extra help to the Far East on the narcotics situation? 
Mr. Srrt BINGER. We are making arrangements now to do that. 
as been rather difficult to get the type of man we want to go out to 
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Hong Kong and we are still negotiating with various individuals. it 
is a question of getting the man who we think should be sent out ther 
Mr. CANFIELD. But it will be done? 
Mr. Srrupincer. It will be done if we can find a man; and I th 
we can. 


Mr. CaAnFieLD. Mr. Gary. 


IMPORT WORKLOAD SITUATION IN THE NEW YORK AREA 


Mr. Gary. Mr. Strubinger, several years ago there was quite a 
backlog of cases in New York involving the determination of customs 
duties on imports, with the result that a considerable period of ti 
lapsed after the importer received the goods, before he knew what the 
duties on those goods would amount to. That prevented him frorm 
selling his imports except at a risk, because he did not know exactly 
vhat the import duties would be. We had a number of complaints 
not only from individuals but from organizations representing the 
mporters. Our committee went to New York at that time, looked 
over the situation, decided that additional men were needed, and 
authorized an increase in your personnel. 

To what extent has that situation improved? 

Mr. Srrupincer. The situation has not improved, Mr. Gar 
mainly because while our production increased, we also got an increase 
in workload, which just about offset the improved production that we 
obtained by putting more men on the operation. We do hope that 
with the passage of the Customs Simplification Act we will be able to 
throw into the collectors’ liquidation a certain number of liquidators 
from the Comptroller’s office who will no longer be needed there by 
reason of the fact that we could eliminate 100-percent verificatior 
‘ntries in that office. , 

Mr. Gary. You do not think, then, that this cut will affect ti 
situation? 

Mr. Srrupincer. No. We propose no cuts in the force that 
now either appraising merchandise or liquidating entries. 


EXAMINATION OF BAGGAGE 


Mr. Gary. You do propose to cut down somewhat on the examu 
tion of baggage at seaports. What has been your experience in the 
past in examining that baggage? 


Mr. Srruprncer. From a revenue standpoint servicewide, 


collect only about $1,600,000 on ‘“ reage examination, from all bag 
vage declarations. Actually the real purpose back of examining 
baggage is to bring to light any abel to introduce contraband, 
narcotics, things of that kind, that may illegally come into the country 
in other words, to prevent smuggling and to prevent the introduction 
of undeclared articles. We feel here that this is not too dangerous 
and we do not stand too much chance of losing very much on it. 

Mr. Gary. How much do you pick up by the examination of | 
gage over and above the declaration? 
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Mr. Srrusrncger. Do you mean what is the relationship between 
the cost of the examination and the amount of the revenue collected? 

Mr. Gary. No; how much revenue do you actually pick up ove: 
and above the declarations filed by the passengers? 

Mr. Srrusinecer. I do not know, but it would be very little. hh 
other words, you are talking principally of undeclared articles. | 
would say it is very, very small. 

Mr. Rosr. It is a small percentage of $1,600,000. 

Mr. Srrunmncer. That is right; it is a small percentage of 
$1,600,000. The main purpose is to detect contraband, narcotics 
and things of that kind. 


EXAMINATION OF MAII 


Mr. Gary. You do not propose to lessen vour examination of 
incoming mail? 
Mr. StruBINGER. No, sir; we do not 


NEED FOR ADEQUATE CUSTOMS PERSONNEL 


Mr. Steminski. In view of the anticipated prosperity, as indicated 
by the distinguished Secretary of the Treasury just before he flew to 
Europe with Mr. Dulles and Secretary Wilson the other day, I trust 
vou are not unmindful of the volume of goods that will flow into this 
country to give us this balanced prosperity and the need for adequate 
customs personnel to handle the flow. If we are going to stop aid 
for trade, then that trade is no doubt going to work both ways 
We'll need people, customs people, to check that flow. 


BUREAU OF THB RUDGET’S ACTION ON BUDGET ESTIMATES 


Mr. Rose, to what extent is vour Department being spoon fed, 
castor-oil-wise by the Bureau of the Budget? Do vou feel that they 
have been in any way arbitrary in letting vour Department know 
what it should spend? Do you feel that they are staffed with enough 
experts to be able to tell you the ceiling bevond which you cannot 
operate? 

Mr. Rost. I think those were two questions, Mr. Sieminski 
wonder if I might have the question read. 

The question was read as above recorded.) 

Mr. Rosr. I cannot answer that question im all its details from my 
own knowledge because I did not personally conduct discussions with 
the Bureau of the Budget on all of the aspects of the Treasury appro- 
priation. I can say this, that in the aspects of it that I was personally 
familiar with, 1 would describe the process as the Bureau of the Budget 
expressing to us the President’s program from a fiscal standpoint, 
expressing, of course, the need for a budget balance; but that in the 
detailed working out of the reductions which we have presented to 
you, that was done within the Department, and I detected no un- 
reasonableness, no insistence on a point of view different from the one 
which the Department presented as to the reductions which were 
possible or feasible or efficient to make. 
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Mr. Sieminski. Thank you, Mr. Rose. I would like to supplement 
the spirit of your answer with all of the good will possible on my part 

A recent article in a nationally known magazine, took the Appro- 
priations Committee of the Congress to task. 

It cited facts about projects listed by the Corps of Army Engineers 
and how, when those projects came to be built, the ( ‘onegeress was faced 
with the need of appropriating increased millions of dollars; the esti- 
mates of the Corps of Engineers were off by millions, so the article 
said. It left the impression Congress was lax. 

If the article had been written with a fairer sense to the Congress 
or to the Appropriations Committee, or to the people of America, 
it would have included the fact that the engineer estimates were 
based in many cases on cost factors in the midthirties, when the 
cost of doing things was so much less than it was in 1952 when the 
projects were ready to be started though blueprinted and cost-esti- 
mated in the thirties 

I hope in these matters, Mr. Rose, there exists no subterfuge t 
demoralize the confidence of the people of America in the work of the 
Appropriations Committee, and the work of the Congress of the United 
States, party notwithstanding. 


THE CUSTOMS SIMPLIFICATION ACT 


Mr. Canrretp. Mr. Strubinger, I think there should be some 
statement in the record concerning the history of the Simplification 
Act, inasmuch as some of the decreases are based on that act Will 
vou be good enough at this poimt to relate the legislative history of 
that bill? 

Mr. Srruprncer. During the last session of Congress the House 
did pass the Customs Simplification Act It was not reported out 
by the Senate Finance Committee. The Department mtends to 
introduce a new Customs Simplification Act. As to its present 
status, I will ask Mr. Rose to answer that, if | may. I do not know 
exactly where it is at the present time 

Mr. Ross. The Department, with other departments, has been 
working intensively. ‘To go into more detail, a committee existed in 
the Department at the time when the new administration took over, 
which was in the process of reviewing the bill that passed the House 
last vear, to take account of the comments that had been made on 
the suggestions for improvements. We have entered intensively into 
that work since we have been there. We have consulted other depart- 
ments who are interested and believe that we are within a very short 
distance, we hope a matter of days, of having an agreed position on 
the part of the departments interested, so that our suggestions to the 
Congress will be available very promptly. 

Mr. CANFIELD. I assume, then, that the administration probably 
will press for the early enactment of that bill? 

Mr. Rosr. As you are aware, the President has referred to the 
desirability of the early enactment of such a bill, I think twice or 
three times in messages and speeches 
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Mr. Canrietp. And in all fairness to the Bureau of Customs, if it 
does fail of passage, it will have a bearing on this item? 
Mr. Ross. As indicated in the Secretary’s letter, it would have. 


REAL EFFORT BEING MADE FOR ECONOMY 


Mr. Canrretp. Mr. Vursell, have you any questions? 

Mr. Vurse.u. I have no questions. I am very much pleased to 
note that we are getting full cooperation from the Treasury Depart- 
ment and from every branch of the Treasury Department, which 
shows that there is a real effort being made for economy. In my 
judgment it is a sound effort and everyone connected with it, who is 
cooperating with the Congress to reduce the cost of Government where 
it can legitimately be done, deserves to be complimented, I think 
I feel certain that with this trend reversed, where we are getting full 
cooperation from the tops of the various agencies downtown, it is 
going to be good news for the Congress and for the American people. 

Mr. CanFigup. I would like to add, Mr. Rose, that wherever I go, 
I hear very favorable talk about the Treasury team in action. 

Mr. Ross. We appreciate that very much, sir. 

Mr. Canrretp. Thank you, Mr. Rose, Mr. Strubinger, and Mr 
Gatchell. 
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Mr. CanrFie.tp. And in all fairness to the Bureau of Customs, if it 
does fail of passage, it will have a bearing on this item? 
Mr. Ross. As indicated in the Secretary’s letter, it would have. 


REAL EFFORT BEING MADE FOR ECONOMY 


Mr. Canrrextp. Mr. Vursell, have you any questions? 

Mr. Vurse.u. I have no questions. I am very much pleased to 
note that we are getting full cooperation from the Treasury Depart- 
ment and from every branch of the Treasury Department, which 
shows that there is a real effort being made for economy. In my 
judgment it is a sound effort and everyone connected with it, who is 
cooperating with the Congress to reduce the cost of Government where 
it can legitimately be done, deserves to be complimented, I think. 
I feel certain that with this trend reversed, where we are getting full 
cooperation from the tops of the various agencies downtown, it is 
going to be good news for the Congress and for the American people. 

Mr. Canrrevp. I would like to add, Mr. Rose, that wherever I go, 
I hear very favorable talk about the Treasury team in action. 

Mr. Rosse. We appreciate that very much, sir. 

Mr. Canrretp. Thank you, Mr. Rose, Mr. Strubinger, and Mr. 
Gatchell. 
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Obligations by objects 


1952 actual 1953 estimate | 1954 estimat 


», 840 
RH 


206 


, RIB 


R BA 


5, 000 


5, 000 
O00 
5, 000 


7,000 
7, 000 
5, 293 
» TRY 


», OOO 


000 


Analysis of expenditur 


1954 estimate 


$18, OO1, 7 
272, 543, 


290, 545, 


Mr. CANFIELD. We meet today to review the requests of the Bureau 
of Internal Revenue which is asking for $272,500,000 for the fiscal 
vear 1954, an increase of $2,500,000 over the amount appropriated for 
the fiscal year 1953. We have as witnesses from the Bureau, Mr. T. 
Coleman Andrews, Mr. Justin F. Winkle, Mr. Norman A. Sugarman, 
Mr. T. C. Atkeson, and Mr. J. N. McCollum. 


JUSTIFICATION OF EstTiM AT! 


At this point in the record, the appropriate justifications will be 
serted. 





O85 
(The justifications are as follows:) 


Analysis of appropriation base for fiscal year 1954 


Regular appropriation, 1953 act — i acti _. $270, 000, 000 
Supplemental appropriation for 1953 

Total appropriation, 1953_ ie 270, 000, 000 
Reductions: 

Investigation and audit of tax returns $2, 897, 424 

Collection of delinquent tax accounts__ ‘ 474, 364 

Taxpayer conferences and appeals 34, 404 

Regulatory, control, and inspection work . 221, 310 

6. Processing returns, remittances, information 
documents, and claims , ‘ 2, 248, 600 


, 876, 102 
Additions: 
1. Interpretation of revenue laws, and ruling 
services ; , : . 9587, 672 
2. Investigation and audit of tax returns 368, 921 
3. Collection of delinquent tax accounts ‘ 276, 236 
5. Regulatory, control, and inspection work 187, 272 
6. Processing returns, remittances, information 
documents, and claims. ...------~-_. i 981, 001 


8, 801, 102 


Adjustment in base (net) : —2, 075, 000 


Appropriation base for 1954 ne : 267, 925, 000 
Increase over appropriation base for 1954 4, 575, 000 


Appropriation estimate for 1954 272, 500, 000 


Increase or decrease from total appropriation, 1953 +-2 500, 000 


Comparison of appropriation base with appropriation estimate for 1954 
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GENERAL STATEMENT 


The Bureau of Internal Revenue is responsible for the determination, assess 
ent, and collection of all internal-revenue taxes; the enforcement of th 
internal-revenue laws; the refunding or crediting of any overpayment of tax 
rr erroneous collection ; and the preparation and distribution of tax instructions, 
‘egulations, forms, and stamps. It is also charged with certain duties under 
statutes that do not impose taxes, but which are directly related to internal 
venue 
This appropriation request covers the minimum amount required to meet 
, rforming the manifold operations of the Revenue Service on a 
asis { ne operations and on a partial or token basis for others. 
The amount requested for 1954 is $272,500,000. This represents an increass 
$2,500,000 over the current fiscal year and a decrease of $500,000 compared 
th the preceding fiscal year 
\ll duties and operations covered by the appropriation are classified and 
tributed under the same eight major activities that were used in presenting 
1953 appropriation estimates. The workload data have been selected as 
Strative in character rather than comprehensively complete. The operations 
the revenue service are so numerous, so complex, and so interrelated, that it 
impossible to catalog them fully or to measure them adequately by any 
stem of relatively simple and inexpensive indices. 
rhe overall projected program for 1954 varies from that of prior years, The 
lirectional changes have been made necessary as a result of the gradual aceumnu- 
ition of workloads of a serious nature which have outrun the size of the 
propriations granted despite the development of broad scale, though only 
rtially compensating, improvements. 


INCREASE IN WORKLOAD 


he volume and complexity of the tasks to be performed in Federal tax 
1iministration are largely determined by the size and nature of the economy 
ffected by the many aspects of tax administration. 

All of the basie factors with which tax administration is concerned reflect 
the rate of growth with which the revenue service has had to cope. The 
percentage increase since 1946 in a number of these basic factors is as follows: 
Population, 10.6 percent; number of persons gainfully employed, 14.5 percent; 

imber of businesses, 11.2 percent; national income, 53.3 percent; retail sales, 
percent; corporate profits, 91.3 percent; farm income, 26.9 percent; number 

individual income-tax returns, 12.9 percent; number of corporation tax 
rns, 12 percent; number of excise-tax returns, 15.1 percent; number of uppe! 
wacket individual returns—$10,000 and over, 144 percent; $50,000 and over, 
11.6 percent ; $100,000 and over, 117 percent ; and revenue collections, 59.8 percent 

1. the face of this steadily mounting workload, the average number of em 

vees of the revenue service has increased during the same time only 2.9 

naan’ 

addition to the normal increase in workload due to economic growth, the 
izress has during this period enacted four major revenue acts. Included 
these new tax measures were large additional work assignments, namely, 
tension of social-security coverage to domestics, agricultural labor and the 
self employed; the excess-profits tax and the wagering tax. Also technical 
plications resulting from the reintroduction of the head-of-household con- 
for purpose of partial split income benefits, and special treatment in respect 

the sale of personal residences have added to the Bureau’s administrative 


lens 


IMPROVEMENT PROGRAM 


igorous and intensive campaigns have been conducted during the past 
several years in all-out attempts to increase taxpayers’ voluntary compliance 
snd thereby reduce the losses annually sustained through under-reporting of 
taxes, and to conduct all revenue operations as economically and as efficiently 
is nossible 

‘he campaign to increase voluntary compliance consists of a stepped-up pro- 
gram of attack on the lawless element through the establishment of racket 
squads; added publicity about the Bureau’s enforcement programs; and edu- 
ation program exemplified by improved tax-return forms, wider use of pamphlets 
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aud other instruction material; and, a direct personal appeal to each and every 
taxpayer to improve the accuracy of his tax computation. 

In the field of operations, every available device has been used to get dow! 
to bare essentials. While detailed reports have been made and appear in the 
record of prior hearings, a few of the larger items will be repeated for con 
venience in reference. These are as follows: 

(a) The coordination of the withholding and social security tax returns elim 
nated the annual receipt and processing of some 15 million returns. 

(b) The design and introduction of mail-sorting racks and tables has cut the 
handling costs during the filing period by one-third. 

(c) The use of electric typewriters instead of flat-bed billing machines has 
increased the rate of tax return listings by 25 percent. 

(d) The use of social security wage records to compute the FICA taxes re 
quired to be transferred to the trust fund has eliminated the separate account 
ing for taxes from this source. 

(e) The adoption of the short form of revenue agents’ reports in agreed cases 
has cut in half the job of writing and typing agents’ audit reports. 

(f) Transferring the job of selecting individual and corporate income tax 
returns for audit from Washington to the field has eliminated the annual ship 
ment of 34% million returns to Washington and back again to the field. 

(7) The wide use of delegation of authority made possible by Reorganizatior 
Plan No. 26 of 1950 has materially reduced the volume of papers requiring 
inultiple approvals and has simplified their processing. 

(h) The installation of microfilm machines has saved many thousands of 
square feet of floor and cabinet space, and has reduced clerical cost of reference 
work involving prior year index cards. 

(i) The incentive-award program has been vigorously pushed and continues 
to be highly productive in bringing more economical operations to light. 

(j) Numerous internal reorganizations have been made which have yieldec 
savings through better supervision and work consolidation. 

These will suffice to indicate the direction and nature of the efforts which 
have been made. Despite these accomplishments, and many others in advanced 
stages of development, the hard core of “must” jobs have outstripped our efforts 
to keep them in hand. 


BACKLOGS 


As of June 30, 1952, there were outstanding assessments for which warrants 
have been issued of $692,177,450. This sum has not been collected because of 
lack of manpower either to serve distraint warrants, or to file appropriate liens 
or to pass upon abatement claims, or to adjust returns for related years, or fully 
to investigate offers in compromise. 

On the same date, there were pending before the appellate staff proposec 
deficiencies aggregating $980,730,073, on which taxpayers had requested confer 
ences, but whose conferences, on the average, were sOme 18 months behind 
simply because the appellate staff does not have the manpower to consider the 
cases. 

At the same time there were 48,660 cases with proposed deficiencies of $1,100 
583,339 pending consideration in the agents’ offices. 

Cases which have been examined and overassessments recommended by the 
revenue agents pending consideration in the various offices of the Bureau aggre 
vated $504,202,472, as of June 30, 1952. 

The Tax Court situation is, of course, even more serious and daily growing 
worse. 

Regulations essential to a proper understanding by the taxpayers of the taxing 
statutes have not been fully issued in respect to either the Revenue Act of 1950 
or 1951, again merely through lack of adequate manpower to complete the task 

Large and important segments of work are being passed over with either littl 
or no action being taken. This is particularly true with respect to the examina 
tion of tax-exempt organizations: approximately 80 percent of all small cor 
poration tax returns; better than 95 percent of the individual income tax returns 
of under $10,000; and more than 99 percent of all excise tax returns. The pres 
ent inability of adequately examining these large segments of tax returns is 
costing the Government from $1 to $2 billion annually in underpaid taxes. The 
cumulative effect of passing up these audit tasks over a period of time inevitably 
leads to a permanent decline in voluntary compliance. In the depositary-receipt 
field, a tabulation as of June 30, 1952, showed only 51 percent voluntary compl 
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ance. For years many millions of potentially valuable information returns 
reporting dividends, interest, rent, commissions, fees, and wages not subject t 
withholding have gone untouched, resulting in the loss of taxes from such unre 
ported incomes. These are some of the background factors and conditions which 
have made it necessary to change our direction in respect to the program pro 
jected for 1954 as shown in a following section of this statement 


REORGANIZATION PLAN NO. 1 OF 1952 


A major part of the improvement program of the past several years involved 
consideration of plans for converting the organizational structure to present-day 
needs Che plan which was finally evolved and approved by the Congress on 
March 14, 1952, will, when in full operation, produce a better product. The 
eventual benefits of the plan are numerous and far reaching. 

In the meantime, the task of installing the new organization simultaneously 
with the day-to-day business of collecting the revenue presents a heavy drail 
upon the available manpower 

For many months substantially all of the top supervisory officials have been 
devoting practically full time to drafting and executing plans for the change 
over; drafting delegation orders to provide the powers essential to insure the 
legality of all actions taken; interviewing and selecting the new officials ; devis 
ing procedures of a policy nature; and solving numerous other problems involving 
important readjustments. 

As required by the plan, new offices replacing the former collectors’ offices 
must be officially established by December 1, 1952. The business of physical 
rearrangement; reclassification of jobs; regrouping of workloads and reassign 
ment of duties; redrafting of operating manuals; the training of employees on 
new assignments; consolidation of official files and libraries; and related adjust- 
ments will require a period of 1 to 2 years following the completion of the 
official establishment of all of the offices. This means that these adjustments 
and rearrangements will be taking place during the remainder of the fiscal year 
1953, the whole of the fiscal year 1954, and part of 1955. The physical aspects 
of the reorganization must be completed and functioning before the real benefits 
to be derived from the plan can be fully effective. In the meantime, much time 
ind attention of the top supervisory officers will be devoted to the reorganization 
aspects, thus making it impossible for them to devote full time to the supervisory 
phases of their normal work tasks. 

The eventual benefits stem from better supervision of personnel and work; 
functional division of work which will make more efficient use of available 
personnel; and the integration of all tax services into one revenue service in 
euch geographical area 

The new organization will contribute greatly, when fully functioning, toward 
more efficient operations, but no organization without an adequate staff can 
overcome the existing backlog. It will only contribute to the reduction of 
such backlogs 

During 1954, the new organization will be costly due to the nonrecurring 
expenses in the many physical moves that nmiust be made. Moreover, some 
added costs must be met due to the higher supervisory salaries authorized by 
the plan. These added costs, of course, will eventually be offset following 
completion of the installation. During 1954, just as is being done now, the 
Bureau is really undertaking two jobs—one, the reorganization and the other, 
the collection of the revenue. These are the realities of the situation. It is 
because of this situation and the rapidly accumulating backlogs that the program 
being planned for 1954 varies in many respects from that of former years. 


PROJECTED PROGRAM, 1954 


Summary.—aActivity No. 1 relating to interpretation of the revenue laws is 
being allotted a 19.3 percent increase in manpower over 1953. Activity No. 2 
relating to the investigation and audit of tax returns will suffer a slight decrease 
in allotted manpower to compensate for the increase in activity No.1. Activity 
No. 3 relating to the collection of delinquent taxes is being allotted a 16 percent 
increase in manpower over 1953 comprised of the total of the additional person- 
nel being requested in the 1954 estimates. The remaining activities numbered 
1, 5, 6, 7, and 8 will remain substantially as they are for 1953. 
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PROJECTED PROGRAM, 1954, BY ACTIVITIES 


Activity No. 1 covers the interpretation of the revenue laws and ruling services. 
Lack of manpower to keep the published regulations up to date, to thoroughly 
explore the effect of all rulings and indicate more generally the reasons behind 
each major position taken has, undoubtedly, contributed undesirable uncer 
tainties in respect to many issues which taxpayers and tax practitioners have 
had to resolve owing to the absence of official advice. It is responsible also for 
many taxpayer protests respecting deficiencies proposed by examining agents; 
for many taxpayer appeals taken to the appellate staff; and for the dangerously 
arge backlogs confronting the Tax Court 

Che interpretative work should be the leader of all revenue service activ 
vell out in the forefront—so that the taxpayers and examining agents wi 
vith certainty the rules that must be followed. 

Due to time limitations, it has frequently been necessary to draft and issue 
tax return forms and instructions in advance of official regulations which are 
the established media for implementing new revenue enactments. As a result 
many important questions sure to be raised by taxpayers and their counsel about 
the meaning of the law could be met by the returns drafters only with silence 

A more affirmative and timely approach is being developed. The program for 
1954 is designed with this end in view Under the reorganization all work of this 

haracter that is within the jurisdiction of the Commissioner of Internal Revenue 
is being brought together and placed under the immediate direction of the 
Assistant Commissioner (Technical). 

The mere placing of this work under the Assistant Commissioner (Technical) 
does not of itself convert the status of the job from one which lags to one which 
eads all other activities. 

rhree steps are being taken, however, to effect conversion: (1) The internal 
organization of the office of Assistant Commissioner (Technical) is being con- 
structed to insure more direct supervision and leadership of each of the several 
nterpretative jobs; (2) a policy of wider dissemination of rulings is being 
idopted so that compliance may be made easier; and (3) added manpower whicl 
will be made available to this activity through a transfer of funds from activities 
2 and 6 will help to provide the manpower needed to place this activity in a posi 
tion of positive leadership. 

The number of man-years of employment which we estimate to be assigned to 
this activity for 1954 is 1,041.4, as compared with 872.6 currently assigned 

Activity No. 2 covers the investigation and audit of tax returns. In each of 
the recent years, the stated objective was to reduce all housekeeping operations 
and other activities through improvements and economies of all possible types 
in order that the savings be applied to the investigation and examination of tax 
returns. Every effort has been directed toward increasing the manpower in the 
investigation field. This is good policy so long as the essential housekeeping 
ind other activities were not permitted to lag unduly. 

This lag, however, has manifested itself in a number of areas previously 
described. As a consequence, it has become necessary to establish a schedule 
of priorities for activity 2 which will permit a portion of this activity to be 
temporarily drawn upon for manpower to eliminate lags in other areas. The 
portion of activity 2 with the highest priority and which will be given first 
attention in all offices throughout the revenue service is comprised of investiga 
tions required by taxpayers’ claims, offers in compromise, and other mandatory 
adjustments. The second portion of activity No. 2 to which a high priority will 
be given is the racket-squad investigations. The third portion, in order of prior 
ity, is the investigation of possible tax frauds, other than of the racketeer type, 
on the basis of evidence from any source. The fourth and final portion is the 
overall job of investigating tax returns selected under regular classification 
when such classification indicates that eertain returns should be carefully 
examined. It is this last category of investigative activity which will have to 
be reduced during 1954 to supply the manpower for the more immediately pressing 
assignments. 

There appears to be no better choice since the revenue service cannot continue 
to drift behind in essential tasks; simultaneously take on the temporary added 
work of installing a reorganization plan which. in effect, builds an entire new 
structure amidst continuing operations ; and continue its efforts toward maintain- 
ing the force engaged in investigating and examining tax returns. Every effort, 
of course, will be directed toward keeping the reduction in the examination work 
as small as possible through changes in the investigative program. 
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Among the changes being contemplated in the 1954 program are the follow 
ing: (1) There will be a reduction in the number of postreview cases to about 
one-half the present number. Under the reorganization, the postreview audit 
work is being consolidated into one division, with jurisdiction over all classes 
of taxes. A highly selective system of postreview device is being developed to 
insure the selection of an adequate and representative number of audit cases from 
each of the various groups of tax returns, and to insure adequate overall coordi 
nation of the audit work in each of the several directors’ districts throughout 
the country; (2) some of the rules regarding offers in compromise are now under 
going revision, and the volume of work in respect to processing compromis« 
offers should be reduced for 1954; (3) studies are being made in connection wit! 
the development of new rules regarding joint investigation and joint reports 
the result of which may curtail, to some extent, the manpower being used or 
alleged fraud cases; and (4) the grouping together in one audit division in each 
director's office the income, excess-profits, excise, withholding, and social-security 
tax returns will undoubtedly permit more effective coordination from an audit 
standpoint than the previous separate and uncoordinated approach which did 
not provide for the best use of available manpower. 

All of these changes, however, and others being developed are not sufficient 
to overcome the total increase in workload. Like reorganization, they will only 
make an additional contribution toward narrowing the gap between workload 
requirements and available manpower 

Activity No. 3: This activity involves the collection of delinquent tax ac 
counts. The outstanding accounts have reached an all-time high and the com 
pletion of this job has a higher priority than the examination of tax returns 
Accordingly, it is proposed in 1954 to add to the manpower of this activity through 
the assignment to it of all the added personnel requested in this estimate. 

The job of collecting delinquent accounts and obtaining delinquent returns 
was performed prior to the reorganization by field deputy collectors under the 
offices of the collectors of internal revenue. After the reorganization, and for 
1954, this job will he performed under the immediate supervision of the Audit 
Division in each director’s office. This work is of a type which is difficult to 
perform and consequently constitutes an excellent training ground for all new 
revenue agents assigned to the Audit Division. Therefore, it is planned to assign 
the entire number of 689 added revenue agents requested herein together with 
their clerical complement to this particular job until the outstanding accounts 
have heen brought under control. When this occurs, there will be a gradual 
shifting of personnel within the Audit Division from the work of collectng 
delinquent accounts to audit work. 

The tax-administration program planned for 1954 also involves a number of 
progressive changes designed to reduce the volume of unpaid accounts and does 
not rely entirely on adding manpower to reduce the volume of delinquent accounts 

Among the changes contemplated are (1) the elimination of the compromise 
offer procedure as a substitute for the »ahatement-claims procedure, (2) evten 
sion of the Treasury plan of collecting delinquent accounts to all executive agen 
cies regarding the hack taxes of Federal employees, (3) delegation of authority 
to district commissioners to approve compromise offers in uncollectible cases to 
bring the settlement of the case closer to the date of warrant service, (4) the 
mailing of forms 1040 to all taxpayers filing taxable, assessable form 1040A 
returns in the preceding year, and (5) the development of procedures for more 
promptly notifving the collection office in those cases in which prosecution has 
been declined by the Department of Justice. All of these changes, plus numerous 
internal changes such as posting the dates which identify the length of time 
accounts have been outstanding and other information helpful in a review of the 
accounts: plus more uniformity as to number of bills and notices to be sent; 
methods of serving warrants, and similar items, will serve to tighten the overall 
management control over these tax-cellection operations in the attempt to reduce 
substantially the volume of unpaid accounts. 

Activity No. 4: This activity covers all phases of the appellate work of the 
revenue service, including associated legal work. The workload of this activity 
tends to increase each year. The present backlogs are dangerously high and the 
delays encountered in effecting settlements are detrimental to the protection of 
the revenue as well as respect for Bureau services. Close to $1 billion in tax 
liabilities are involved in pending cases and the conferences on the average are 
18 months away 

The funds estimated for this activity for 1954, however, are the same as for 
1953. No increase is being requested because of several factors which appear, 
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m a longtime standpoint, to permit a gradual diminution of the current back 
logs. These factors include (1) added personnel assigned during 1953; (2) 
reduction in the number of investigations being made by revenue agents; (3) 
the probability of eliminating some of the offer-in-compromise cases from this 
ctivity ; and (4) the expectation that the informal conference procedure at the 
group chief’s level under the reorganization may, in time, be effective in settling 


itively more cases before they reach the formal appellate stage 


In the event these last two factors do not turn out to be effective or unseen 
adverse factors arise, then added manpower must be shifted to this activity 

Activity No. 5: This activity covers all phases of work involved in the en 
forcement of the alcoholic beverage, firearms, and tobacco laws, including the 
determination of liability for taxes imposed by these laws excepting the actual 
receipt or collection of such tax moneys. The most important factors in deter 
mining the workload pertaining to alcoholic beverages are new legislation, the 
scale of operations of the alcohol industries, and size of stocks in bond. These 
re external factors and are not subject to control by the Bureau 

The current information indicates the overall 1954 workload will be about 
the same as in 1953. Therefore, no change in personnel is being requested. It 
s expected that necessary increases in some of the operations will be imple 
mented by transferring personnel from areas of decrease. Thus the expected 
continued decrease in the need for storekeeper-gager supervision at alcohol plants 
resulting from large stocks of spirits now warehoused will make some personnel 
available for transfer to other enforcement activities. Further, the floor-stock 
tax activity resulting from the Revenue Act of 1951 will have reached a peak 
during the 1953 fiscal year and will be considerably reduced in 1954. These 
released manpower resources will permit a more effective enforcement progran 
in this area as a result of increased inspection of tobacco manufacturers and 
retail and wholesale liquor dealers. Although the retail and wholesale inspe« 
tions, which numbered 97,800 in 1952, will not reach the total of 288,000 made 
in 1950, the period immediately preceding the transfer of inspectors to store 
keeper-gager activities because of the Korean crisis, it is expected that sufficient 
storekeeper-gager personnel can be reassigned to provide about 150,000 reta 
und wholesale inspections and also a broader coverage of the tobacco industry 

In the investigative field a more thorough policing of illegal activities is indi 
cated by an increase in seizures and arrests. With the present quota of enforce 
ment officers, this is made possible by a decrease in other activities to which 
the investigators were required to devote a large portion of time in prior years 
Specifically, the transfer of applicants and disciplinary investigations to the 
Inspection Service, the reduction to a minimum the number of officers detailed 
to other divisions of the Bureau, and the reduced number of floor-stocks tax 
fraud cases will permit a greater effort for the pursuit of liquor-law violators 

Activity No. 6: This activity represents the banking and bookkeeping job of 
the Bureau, and covers the multitude of specific operations incident thereto. It 
includes preparation of bills for unpaid current accounts, arithmetic verifl 
tion of tax returns, computing and scheduling of refunds, determination of t: 
liability in respect to form 1040A returns, the filing and storage of returns ane 
records, all tax-credit verificatior nd information document matching ork 
of the Processing Branch at Kansas City, correspondence with taxpayers re 
gardin their returns and remittances, preparation of transcripts of returns and 
related services to the States, printing and distribution of tax forms and lt 
structions, and all stationery costs of the Bureau 

The workload of this activity has shown a persistent upward trend during 
recent years, reflecting the steady growth of the national economy With only 
few exceptions the operations performed are in the “must” category, and their 
volume is not subject to Bureau control. Notwithstanding this upward trend 
the Bureau has effected a saving of 65 man-years in the 1954 base brought about 
by the new package mailing of income-tax returns. We are continuing a vigorous 
search for still further improvements to provide us with funds to rehabilitate 
our audit and investigative program which is sliding off because of other “must 
jobs. 

Activities Nos. 7 and 8: These activities cover statistical reportir ind ¢ 
tive direction respectively. They are relatively minor both in number of per 
sons involved and percent of the total appropriation estimate. No change is 
anticipated in these requirements for the fiscal year 1954 
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In spection service, 


The Inspection Service as such is not shown as a separate activity for budget 


Approval for a senarate activity for 1955 however will he 





purposes for 154 







sought. The costs of this service for 1954 are allocated to the activities witl 
which it is chiefly concerned, namely, activities 2, 3, 5, 6. 
ry 


his service is expected to employ an average of 725.5 persons during 1954 
compared with 2 9 for 1953. 


Che principal actiy 











ies of the Inspection Service are the frequent uniforn 
and thorough inspections of the various headquarters and field offices of the 
eau; the conduct of preappointment character investigations; and the in 
estigation of all allegations of misconduct, irregularities, etc., relating to 
Bureau employees The more important of the remaining activities of the Ir 
spection Service involve review of claims of uncollectible taxes, review of re 
ports of examination of employees’ income tax returns, review of employes 
finanical statements, revision of all procedural manuals relating to inspections 
and the review and evaluation of reports covering field-operation activities and 
pilot installations of new methods. 




















The Inspection Service will make more frequent inspections of Bureau offices 
than has been done in the past. The purposes of these inspections are to insure 
the improvement in management and operation of these offices, and the main 
tenance of high standards of conduct by all Bureau personnel. The audit of 
cash, stamps, funds, and accounts are involved in the fiscal and financial audits 
‘ nected with the inspection of Directors’ offices and finance offices. 

By these inspections of offices and the personnel employed therein the Inspec- 
tion Service expects to both detect and prevent a recurrence of those incidents 
which have caused unfavorable criticism of the Internal Revenue Service in 
the past The responsibilities of the Inspection Service are of such paramount 
mportance that more personnel is being allotted to this function during 1954 
Each of the activities affected by this program will bear its pro rata share of 


+) ? 
the cost 














As an illustration of the character of the work to be performed by the Inspec 
tion Service, it will be necessary to inspect 1,517 separate offices at least once a 
vear, and some more frequently. It is estimated that this inspection procedure 


will require 2,287 office investigations during the fiscal vear 1954. In 






addition 
he operational inspections of Bureau oflices, the field force of the Inspection 
Service will make approximately 3,000 characte 
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tax claims 
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] Interpretation of revenue laws, and ruling services 






















Appropriation base for 1954 
Budget estimate for 1954 








Increase over base 


liork performance 





This activity covers the interpretation of internal revenue laws, both in general 
terins and in relation to specific cases. It includes the 







preparation of Treasury 
decisions and regulations, precedent rulings that involve questions of the proper 
application of statutory provisions to particular types of circumstances, and 
advisory opinions submitted in response to nonroutine inquiries from taxpayers 
It also covers analysis of and preparation of reports on the administrative 
aspects of proposed tax legislation, and consultative service to congressional 
committees in respect to the technical work of drafting fiscal legislation. The 
activity is restricted to work performed in the Washington office. 








Program projected for budget year 





In consequence of the continuing increase in volume and complexity of the 
lederal taxing statutes, the workload of this activity has been in an expanding 
phase for some time. Lack of manpower to keep the published regulations 
up to date, to thoroughly explore the effect of all rulings and indicate more 
venerally the reasons behind each major position taken has, undoubtedly, con 
tributed undesirable uncertainties in respect to many 







issues which taxpayers 
und tax practitioners have had to resolve owing to the absence of official advice 
This situation had led to many taxpayer protests and appeals to the Appellate 
Staff and the United States Tax Court. 
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Due to time limitations, it has frequently been necessary to draft and issue 
ix-return forms and instructions in advance of official regulations As a 
esult many important questions sure to be raised by taxpayers and their 
ounsel could be met by the returns drafters only with silence 
4 more affirmative and timely approach is being developed. The program for 
54 is designed with this end in view. Under the reorganization all work of 
this character that is within the jurisdiction of the Commissioner is being 
rought together and placed under the immediate direction of the Assistant 
ommissioner (technical). 
In order that the work of this activity will provide leadership for a other 
tivities, three steps are being taken: (1) The internal organization of th 
fice of Assistant Commissioner (technical) is being constructed to insure more 
rect supervision of the several interpretative jobs (2) a policy of wi 
ssetination of rulings is being adopted so that compliance may 
asier; and (3) added manpower will be made available to this acti 
ransfer of funds from other activities sufficient to provide the 
ded to place this activity in a position of positive leadership 


orkload data 


2. Investigation and audit 


Appropriation base for 1954 ; ahaa . $138, 0382, 658 
Budget estimate for 1954_...---- Sd ; eee 138, 032, 658 


Increase over base_. 

Work performance 

This activity represents the primary enforcement work of the Bureau It 
covers all eXaminations, audits, and investigations for checking the factual cor 
rectness and completeness of taxpayers’ returns and claims, and for determining 
the correct tax liability if error in reporting is found. It includes reviewing in 
field offices of work of examining officers and postaudit coordination work per 
formed in the Washington office. It also includes obtaining delinquent returns 
in cases of failure to make fimely filing, and making special confidential char- 
acter investigations It excludes verification of arithmetic computations on 
the return. 


Program projected for budget year 


In recent years, the stated objectivé was to reduce all housekeeping operations 
through improvements and economies in order that the savings could be applied 
to the investigation and examination of tax returns. Every effort has been 
directed toward increasing the manpower in the investigation field. This is good 
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policy so long as the essential housekeeping activities are not permitted to 
unduly 
This lag, however, has manifested itself in a number of areas. As a consi 
quence, it has become necessary to establish a schedule of priorities for activity 
No. 2 which will permit a portion of this activity to be temporarily drawn upor 
for manpower to eliminate lags in other areas. .The portion of activity No 
with the highest priority and which will be given first attention in all office 
throughout the revenue service is comprised of investigations required by tax 
payers’ claims, offers in compromise, and other mandatory adjustments. Thx 
second portion of activity No. 2 to which a high priority will be given is the 
racket squad investigations. The third portion, in order of priority, is th: 
ration of possible tax frauds, other than the racketeer type, on the bas 
- evidence from any source. The fourth and final portion is the overall job of 
nvestigating tax returns selected under regular classification. It is this last 
ategory of investigative activity which will have to be reduced during 1954 
to supply the manpower for the more immediately pressing assignments. 
There appears to be no better choice since the revenue service cannot continue 
to drift behind in essential tasks; simultaneously take on the temporary added 
rk of installing a reorganizaiton plan which, in effect, builds an entire new 
amidst continuing operations: and continue its efforts toward mair 
the force engaged in investigating and examining tax returns. 
» changes being contemplated in the 1954 program are the following 
1 in the number of postreview cases to about one-half the present 
some of the rules regarding offers in compromise are now under 
ision, and the volume of work in respect to processing compromise offers 
] be reduced for 1954; (3) studies are being made in connection with the 
development of new rules regarding joint investigations and reports, which may 
urtail, to some extent, the manpower being used on alleged fraud cases; and 
the grouping together in one Audit Division in each Director’s office the 
excess profits, excise, withholding, and social-security tax returns will 
lly permit more effective coordination from an audit standpoint. 
f these changes, however, and others being developed are not sufficient 
reome the total increase in workload. Like reorganization, they will 
make an additional contribution toward narrowing the gap between work 
requirements and available manpower. 


Selected workload data 


estimate | 1954 estimate 


2, 837, 000 2, 835, O06 
1, 645, 000 1, 651, 00 
961, 250 482, 125 
1, 700, 000 1, 700, 00 
7.000 5, 900 

&, 500 9, 500 


Increase 





Collection o j ] ounts 


ppropriation base for 1954 


Budget estimate for 1954 


base 


Increase over 


Work performance 


Chis activity involves the measures taker oO 
counts that are not timely paid. It includes prep: 
nd demand” bills and prewarrant notices, serving 
listraint, administering offers in compromise (ex« 
cident to processing such offers), and perform 


se functions. 


projected for hudoget 
This activity involves 
inding accounts have ! 

s a higher priority until is brougl \ arly current than the eXal 
ition of tax returns Accordingly, it i P 1 1954 to add to the n 
ower of this activity through the a rnme o it P all the added personne 

equested in this estimate 
The job of collecting delinquent accounts and obtaining delinquent returns 


is performed prior to the reorganization by field deputy collectors under the 


ffices of the collectors of internal revenue After the reorganization, and for 
954, this job will be performed under the immediate supervision of the audit 


vision in each director’s office. This work is of a type which is difficult to 


erform and consequently constitutes an excellent training ground for all new 
evenue agents assigned to the audit division. Therefore, it is planned to assign 
he entire number of 689 added revenue agents requested for the fiscal year 
1954, together with their clerical complement of 1738, to this particular job until 
he outstanding accounts have been brought under control When this occurs 
here will be a gradual shifting of personnel within the audit division from the 
work of collecting delinquent accounts to audit work 

As of June 30, 1952, there were 892,662 warrants for distraint outstanding 
epresenting uncollected taxes in the amount of $692,177,450. In addition to 
these outstanding accounts for which warrants have been issued there is al 
imount of approximately equal size for which no warrants have been issued 

Kxperience has proved that better collection results are obtained if the wat 

int is served without delay. The longer service is delayed the harder collection 
becomes because of shifts in employment and residence of taxpayers Attempts 

) locate taxpayers often require repeated calls before collection can be made 

very effort is made to collect outstanding taxes without resorting to dis 

aint authority since the use of distraint proceedings increases the cost of col- 
lecting such amounts by more than 8 to 1. 

It can readily be seen that there is great monetary advantage to the Govern 
nent in making timely demands on taxpayers who are delinquent in meeting 
their tax obligations as well as a considerable savings in the manpower of the 
Bureau, 

The tax-administration program planned for 1954 also involves a number o 
progressive changes designed to reduce the volume of unpaid accounts and does 
not rely entirely on adding manpower to reduce the volume of delinquent a¢ 
counts. 

Among the changes contemplated are (1) the elimination of the compromise 
ffer procedure as a substitute for the abatement claims procedure; (2) exten 
sion of the Treasury plan of collecting delinquent accounts to all executive 
igencies regarding the back taxes of Federal employees; (3) delegation of au 
thority to the District Commissioners to approve compromise offers in uncol- 
lectible eases to bring the settlement of a case closer to the date of warrant 
service; (4) mailing of forms 1040 to all taxpayers filing taxable, assessable 
form 1040A returns in the preceding year; and (5) the development of procedures 
for more promptly notifying the collection office in those cases in which prosecu- 
tion has been declined by the Department of Justice. All of these changes, 
plus numerous procedural changes such as posting the dates which identify the 
ength of time accounts have been outstanding; more uniformity as to number 
of bills and notices to be sent ; methods of serving warrants: and similar changes, 
will serve to tighten the overall management control over these tax-collection 
operations in the attempt to reduce the volume of unpaid accounts 


e 
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These administrative changes can only serve to partially stem the tide of mou 
ng backlogs and unless substantial personnel increases are granted, the Burea 
will be faced with the necessity of discontinuing a portion of its field-examina 
tion program until such a time as we can become current with this and other 
essential activities 


Selected workload data 


! 
1952 actual 1953 estimate | 1954 estim 


19, 840, 790 20, 000, 000 20, 000, ( 
1, 816, 700 1, 825, 000 2, 200, 


7, 245 8, 700 
nquent tax clair | 
solvent taxpayers, et 10, 615 11, 075 


Summary by object class 
Appropri 


I 


$24, 280 
1, 045 
4 

170 
162, 7 

93 


108 


733 


91,4 
46, 350 


26, 063, 955 


}. Taxpayer conferences and appe 


Appropriation base for 1954 . — _ $138, 571, 689 
Budget estimate for 1954 ' ‘ . 13,571, 689 


Increase over base 


Work performance 

This activity covers all phases of the appellate work of the Bureau, including 
associated legal work It also includes the work of the Excess Profits Tax 
Council. It excludes informal conferences between the taxpayer and the exam- 
ning officer prior to a finding of the tax liability by the examining officer. The 
nitial phase of this activity is a formal conference with the taxpayer; from 
there on, it covers all Bureau work on the case through to the point of final settle 
ment, whatever that may be, with the limit at the extreme of a hearing before 
the United States Supreme Court 
Program projected for budget year 

The workload of this activity tends to increase each year. The present back 
ogs are dangerously high and the delays encountered in effecting settlements are 
detrimental to the protection of the revenue as well as respect for the Bureau 
services, Close to $1 billion in tax liabilities are involved in pending cases and 
the conferences on the average are 18 months away 

The funds estimated for this activity for 1954, however. are the same as for 
1953. No increase is being requested because of several factors which appear, 
from a longtime standpoint, to permit a gradual diminution of the current back 
logs. These factors include (1) added personnel assigned during 1953; (2) re 
duction in the number of investigations being made by revenue agents; (3) the 
probability of eliminating some of the offer in compromise cases from this ac 
tivity; and (4) the expectation that the informal conference procedure at the 
group chief's level under the reorganization may, in time, be effective in set 
tling relatively more cases before they reach the formal appellate stage. 

In the event these last two factors do not turn out to be effective or unseen 
adverse factors arise, then added manpower must be shifted to this activity. 
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Selected workload data 


to Appellate Div 


b / obje ct cl 


Estimate, 
1954 


Personal services 
rravel 
l'ransportation of thing 
mmunication services 
sand utility serv 
r contractt 
lies and m 
uipment 


5. Re gulatory, control, and inspection 


\ppropriation base for 1954 
Budget estimate for 1954 


Increase over base 
Work performance 


This activity covers, and is restricted to, all phases of work involved in en 
forcement of the alcoholic beverage and firearms laws, including the determina 
tion of liability for taxes imposed by these laws, but excluding the receiving or 
ollecting of such taxes. The factors that are most important in determining 
the workload are new legislation, the scale of operations of the alcoholic products 
industries, and volume of stocks in bond; these, as external factors, are not 
subject to control by the Bureau 


Program projected for budget year 

The program projected for the budget year is based on the best estimate of 
the workload that can be made at this time. Since the work of this activity 
lepends on certain external factors which are not subject to control by the 
Bureau, such as the scale of operations of the alcohol industries, size of the 
stocks in bond, and the activity of illicit traffic in alcoholic beverages, it is not 
possible to forecast, with any great degree of accuracy, the volume of work 
to be done a year hence. 

Current information indicates the overall workload for 1954 will remain 
about the same as in 1953. It is expected that necessary increases in some opera 
tions will be implemented by transferring personnel from areas of decrease 
Thus the expected continued decrease in the need for storekeeper-gager super 
vision at aleohol plants resulting from large stocks of spirits now warehoused 
will make some personnel available for transfer to other enforcement activities 
further, the floor stocks tax activity resulting from the Revenue Act of 1951 
will have reached a peak during the 1953 fiscal year and will be considerably 
reduced in 1954. This released manpower will permit a more effective enforces 
ment program in the area of inspection of tobacco manufacturers and retail 
and wholesale liquor dealers. Although the retail and wholesale inspections, 
which numbered 97,800 in 1952, will not reach the total of 288,000 made in 1950, 
the period immediately preceding the transfer of inspectors to storekeeper-gager 
activities because of the Korean crisis, it is expected that sufficient storekeeper 
gager personnel can be reassigned to provide about 150,000 retail and wholesale 
inspections and also a broader coverage of the tobacco industry 
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In the investigative field a more thorough policing of illegal activities is i 
dicated by an increase in seizures and arrests. With the present quota of e) 
forcement officers, this is made possible by a decrease in other activities to whi 
the investigators were required to devote a large portion of time in prior years 
Specifically, the transfer of applicants and disciplinary investigations to tl 
Inspection Service; the reduction to a minimum the number of officers detaile 
to other divisior ) I Bureau; and the reduced number of floor stocks 


t 


greater effort for the pursuit of liqour-law violators 


orkload data 


ostimate 


1954 


Increase 


6. Processing returns, remittances, information documents, and claims 


Appropriation base for 1954 asic laine $66, 911, 428 

Budget estimate for 1954 ‘  ietbiced dated eoabia 66, 911, 423 
Increase over base 

Work performance 

This activity represents the “banking and bookkeeping” job of the Bureau, 
and covers the multitude of specific operations incident thereto. It includes 
preparation of bills for current accounts, arithmetic verification of tax returns, 
computing and scheduling of refunds, determination of tax liability in respect to 
form 1040A returns, the filing and storage of returns and records, all work of 
the processing branch at Kansas City, correspondence with taxpayers regarding 
their returns and remittances, preparation of transcripts of returns and related 
services to the States, printing and distribution of tax forms and instructions, 
and all stationery costs of the Bureau. 

Program projected for budget year 

The workload of this activity has shown a persistent upward trend during 
recent years, reflecting the steady growth of the national economy. In most 
instances the operations performed within this activity are “must” items and 
their volume not subject to Bureau control. The Bureau has made vigorous 
efforts toward improvements in its operational methods and will continue to 
search for still further improvements to provide us with funds to rehabilitate our 
audit and investigative program which is sliding off because of other “must” 
jobs. 

In spite of the general upward trend of workloads, the estimate for the budget 
year will show a decrease of 65 man-years and $180,000 in salary cost and $180,000 
reduction in envelope cost which was brought about by savings made in connec- 
tion with the package mailing of income-tax returns. 











It is contemplated that the Bureau will be able to make a complete arithmetic 
erification of all income-tax returns during the fiscal years 1953-54. 





Selected workload data 










received and processed 89. 169. 730 89. 500. 000 89. 500. 000 
14, 800, 000 






erminations made for taxpayers 14, 807. 519 14. 800. 000 
tic verifications of returns and related document 32, 422, 293 39, 268, 800 39, 271, 500 
ds and credits scheduled 28, 339, 786 31, 000, 000 31, 000, O0F 
1ation document matching operations performed 148, 229, 489 140, 000, 000 140, 000, 000 









Summary by object class 







il services 
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it 





portation o 1 
nunication service 9. 529 

and utility services 1, 41 45 1 
Printing and repro tion B75 

Other contractual service 1,14 
Supplies and materials l 4 
Equipment 8 194 


sments 




















‘axes and asses 










Total 


Statistical reporting 






Appropriation base for 1954 
Budget estimate for 1954 









Increase over base__ 









Work performance 

The major operation under this activity is preparation of the annual statistics 
authorized by section 63 of the Internal Revenue Code. It also includes com- 
pilation of statistics in respect to collections, refunds, additional assessments, 
and other data for public release or inclusion in the annual reports of the Secre 
tary and the Commissioner. It excludes work on data compiled primarily for ad- 
ministrative purposes. The content of this activity is restricted to work per 
formed in the Washington office. 












Program projected for budget year 

As in previous years, the statistics of income tabulations covering individual 
income-tax returns will be based on samples of the returns below $50,000 of ad- 
justed gross income and a complete coverage of the returns above that size 
Separate tabulations of business data reported by sole proprietors will require 
the processing of slightly larger samples than in the preceding year. 

For the first time, sampling procedures will also be employed in preparing 
the basic tabulations of data from corporation income- and profits-tax returns. 
The corporation sample has been designed to produce substantially all of the 
detail which has been obtained through complete tabulations in earlier years. 
However, it is expected to result in a manpower savings of approximately 35 
man-years which will be utilized in limited studies of returns filed by exempt 
organizations and fiduciaries for which considerable pressure has been exerted 
by congressional committees. 

Exploratory studies are to be conducted in both the individual and corpora- 
tion returns areas to determine whether the samples employed can be further 
reduced without loss of significant detail. Tests are also being made on the use 
of electronic-computing equipment to perform computations involved in extend 
ing the sample data. Through these means efforts are being made to reduce 
the compilation time and make available sufficient manpower to resume the 
tabulation of partnership returns. 
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oad data 


#07, 52 
200, OOO 
300, 000 
226, 000 

2, 102 


3, 270, 000 


8S. Berecutive direction 


Appropriation base for 1954 $401, 246 
Budget estimate for 1954 401, 246 


Increase over | 


y f 
erformane 
] Lance 


ty encompasses only the broad management, policy, planning, and 
coordination work done by the Commissioner and the small staff attached to 
his immediate office. There are no appropriate indexes for the measurement 
or this type of work 


Program projected for budget year 


The primary objective of this activity—strong leadership, improved manage 
ment, and efficient operation of the internal-revenue service as an integrated 
whole—will remain unchanged in the budget year. The specific, detailed prob- 
lems to be faced and duties to be performed are subject to continuous change, 
of course, even though they fall within a constant frame of reference. 


Summary by object class 


A ppropria- estimate, 


tion base, 1954 1954 Increase 


109 $337, 409 
16, 622 16, 622 

R20 820 
1, 342 1, 342 
2, 614 12, 614 
8, 270 8%, 270 
24, 057 24, 057 


112 112 


401, 2 401, 246 





inalys s of direct and 


There are certain types of obligations which are not susceptible to direct allo- 
ition to any one activity and therefore must be indirectly distributed to all 
ictivities. These costs include such items as personal services in the amount 
of $1,794,654, and other obligations such as telephone service, repairs and alter 

ons, Office supplies, scientific and educational supplies, sundry supplies, fur- 
niture, furnishings, and fixtures, and mechanical equipment, in the total amount 

$3,869,164. 

The indirect obligations for personal services are those pertaining to the divi 
ons of the Office of the Adininistrative Assistant to the Commissioner which 
erform service operations for the entire ‘tnternal Revenue Service 

The basis for the distribution of indirect obligations for personal services 
vas the percentage of personnel which each activity bore to the total personnel, 
vhereas the other obligations were distributed on the basis of the percentage 
of the amount obligated 


INTROpUCT RY STATEMENTS 


Mr. Canririp. Commissioner Andrews, we are very glad to greet 
you this morning. The head of your Treasury team, the Secretary, 
Mr. Humphrey, was before us a few days back and he paid you very 
high tribute. Also we have been learning many fine things about your 
background from your distinguished and able Representative in the 
( ongress, who is the former chairman of this subcommittee. I am 
referring, of course, to your fellow townsman, Mr. Gary. 

Mr. Gary. Mr. Chairman, when the Secretary appeared before our 
committee, he gave us a short biographical sketch of each member of 
his team. You will recall that I told him at that time that I had 
not had the pleasure of meeting the others but that if all of them 
measured up to the one whom he had selected from my hometown, 
he certainly had an excellent team. 

I can say that Mr. Andrews’ appointment was received with wide 
acclaim in my district. He has been a lifelong resident there and 
our people know of his integrity and his ability. I do not know of 
any man who is better qualified for the assignment which he has 
taken over and I am sure that he will discharge the duties of the office 
with credit to himself and honor to the Nation. 

Mr. CanrFieup. All of the members of the committee, Mr. Commis 
sioner, I am sure have been noting the statements that you have been 
making in the press since you took over as ( ‘ommissioner of the Bureau 
of Internal Revenue, and we find them very refreshing. 

Mr. Passman. Mr. Chairman, I certainly concur in what has been 
said by our chairman and former chairman about the appointment of 
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Mr. Andrews and his associates. The fact of the matter is, M: 
Andrews, that you have many fine friends down in Louisiana. Whe: 
Mr. Walter P. Savage, who at one time was with the Bureau of Inter 
nal Revenue and at this time is a certified public accountant, heard of 
your appointment, he sent me a very fine letter and asked to be remem 
bered to you. In all probability, you have been in contact with him 
over the per iod of years, because he i is head of the CPA Associatior 
of Louisiana. 

Mr. Canrretp. Mr. Commissioner, you have a statement to make to 
the committee at this time? 

Mr. Anprews. Yes, sir; Ido. But before I make my statement, M: 
Chairman and gentlemen, I would like to say that I feel very grateful 
indeed, that so many nice things have been said about us here. I ca 
tel] you that IT am as proud of being associated with Mr. Humphre, 
and the team that he has gotten together as he is of me. However, [ 
think I have more basis for my pride than he does for his, because | 
at least know a great deal about some of his people from past observa 
tions and experience and Mr. Humphrey does not know a thing in the 
world about me except what somebody has told him. 

I did not know Mr. Humphrey before I was appointed and I am 
quite sure he had never heard of me. It is mighty nice, though, to hav 
his confidence and particularly nice to have the confidence of my own 
Congressman, Mr. Gary, and to know that he feels as he does about 
me and shows the confidence that he does in me. I shall try to liv 
up to it. 

Everybody has been so wonderful, really, that I am not quite sur 
the at I can measure up to everything that has been said and done. 1 

iave been over here only 2 months. There is a lot that I do not know 
cba the Bureau, and there is a lot that I have learned about it. 

Everybody in the Congress has been most cooperative. As a matter 
of fact, I think this would be a good place for me to make an observa- 
tion. I have heard a lot in my time about the demands that Congress 
makes upon the people who run the Government. I want to say right 
now that up to this time not a single Congressman or Senator has made 
any demand on me whatsoever—not one. 

There have been many letters from them transmitting complaints 
that have been made to them by their constituents which, of course, 
is eminently proper, even though they can see themselves when they 
get them that there is not much ground for the complaint, such as 
one that I got this morning. But even in those situations where the 
Congressman or Senator may have thought at first blush that it looked 
as though they had the Department offside this time, when I have 
called back and said, “I have investigated this thing and frankly that 
is not the way it is, but this is the story,” without exception, the an- 
swer has always come back, “Well, if that is the way it is, that is all 
right with us.” 

I can tell you that that is a mighty fine atmosphere to work in and 
I hope it will continue, and I do not know of any reason why i 
should not. I cannot conceive of any reason why it should change 
unless I get off the beam and make myself persona non grata, which I 
certainly do not intend to do. 

Mr. CanrFietp. We are certain that that is not going to happen, Mr. 
Commissioner. You will find teamwork on the part of this com- 
mittee. 
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Mr. Anprews. Mr. Chairman, my feeling about this is very simply 
stated. Congress makes the laws. It is my job toenforce them. There 
ire many times, especially in the revenue laws—not many times a week 
or in a month, but many times almost on some days, when doubt 
arises as to just what Congress did mean. Did Congress intend that 
this particular result should follow under the revenue law 

My feeling is that there is only one way in the world for us to find 
out and that is by the closest pos sible ec ooperation with Congress itself. 
Consequently, we have set up a very close coordination with the Joint 
Committee on Internal Revenue Taxation. We are undertaking to 
do the same thing, although the initiative comes more from you, 
naturally, than perhaps from us, in order to have the same kind of 
ooperation with you gentlemen in both the House and the Senate. 

We, of course, are “also maintaining close relationship with the 
W ays and Means Committee of the House and the Finance Committee 
of the Senate. In other words, true enough, the administrative and 
logtitiehine are separated and must be separated under our funda 
mental policy. At the same time, we have to do what you give us to 
do. We cannot do anything you do not give us to do and therefore 

| do not quite see how we can possibly do our job unless we make 
sure that we know just what you want. 

We are going to follow that policy and we are going to move slowly 
until we know ‘whe at that policy is in every situation. 

One of the first things I want to discuss with you is one area in 
which I think that principle in the past has not been observed. 

























GENERAL STATEMENT 










Mr. CANFIELD. Please place in the record at this point your pre- 
pared statement. 
(The statement is as follows:) 
















Mr. Chairman, we are asking for $272,500,000 for the fiscal year 1954 for the 
operations of the Bureau of Internal Revenue. This is an increase of $2,500,000 
over the amount appropriated for the fiscal year 1953. 

As you know, the details of our estimates were worked out before I took 
office on February 4. Accordingly, I am in no position to defend each of the 
detailed items. 

Instead of attempting to do so, and if agreeable with you, I would prefer at 
this time to tell you just how | intend to go about the job of administering the 
tax laws which the Congress has enacted and then we shall go into any of the 
details you want us to in the light of my overall policies 

Before I took the job as head of the revenue service, ny work furnished me 
with many opportunities to observe impartially how this business of tax col- 
lection was being run from a practical standpoint. 

On many occasions I have had direct contact on actual cases with various 
revenue offices and with individual examining agents, appellate officers, and 
others. Moreover, I have been fortunate in having rather wide contact with 
luany tax practitioners through my association with various organizations. 

These experiences have helped me to reach some very firm convictions as to 
certain policies which I propose to pursue. Since the amount of money which 
can be made available to carry out these policies is a matter for you gentlemen 
to decide, I believe you will wish to know some of the things about which I am 
thinking. 























POLICY APPROACH 











First. I have heard many complaints concerning the disposition of certain 
people in the Department and the Bureau to write regulations to obtain revenue 
results which were not clearly in accordance with the intent of the Congress 
Steps have already been taken to see that this is not done in the future, and 
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as we find situations of this kind in existing regulations the necessary corre 
tions will be made 

Second. Information has reached me that taxpayers, especially those in th: 
business community, are encountering many difficulties in getting their tax 
cases settled because of fear on the part of our agents or other causes. Positive 

on is being taken to correct this situation so that our mean can look thes: 
taxpayers straight in the eye and give them the answers justified by the facts 
in each case without delay and without fear or favor. 

Third. Occasional criticisms have been made as to failure of the Bureau's 
recent reorganization in respect to certain isolated phases to accomplish the 
efficiency intended, or as to the basis upon which certain appointments wer 
made under the reorganization. Each of these criticisms have been and ar: 
heing given close scrutiny by impartial oflicials whom I have brought in for 
that purpose. These men are wholly new to the Bureau, have had no pri 
association with the reorganization plan, and thus can be expected to appraiss 
each situation in a completely objective manner. I can assure you, therefor 
that whatever changes in this respect which I find to be necessary or advisable 
I will make 

Fourth. Many reports reached me prior to joining the Bureau concerning thi 
total failure on the part of some of our citizens to even bother with filing tax 
returns. Many other reports concerned the failure to report properly on re 
turns which were filed. From spot checks which I have been able to make in the 
short time since my appointment, it is very evident that there has not been 
sufficient manpower assigned either to the job of canvassing for delinquent re 
turns or to the audit of returns. While I recognize that the question of mone 
available for these purposes is closely tied in with your decisions relating to the 
overall expenditures of Government, and one that in the last analysis must be 
met by you, I want to say that, in the meantime, I am committed to the polic) 
of applying every dollar which I can save in the nonrevenue agent field to th 
hiring of more revenue agents. To that end I propose to pursue most diligently 
my search for operating improvements which will permit us to divert some of ou 
money for added revenue agents. 

Fifth. I have been appalled at the waste suffered by our economy through loss 
in production and wages lost by the long lines of people who stand in line eac} 
year at our offices seeking assistance in the filing of tax returns. We are proud 
of the fact that, on the average, the time lost by these people this year was greatly 
reduced. However, this improvement has been accomplished by bringing almost 
to a standstill our regular audit work. There must be a better way of meeting 
this problem, and I have directed that it be explored from two angles: One, 
through further simplification of the returns and instructions and, the other, 
through the actual elimination of the need to file returns by those whose tax is 
fully withheld 

Sixth. The Revenue Service is fundamentally a technically skilled collection 
service designed to deal professionally with the complex problems of tax deter 
mination and not a cloak-and-dagger agency primarily devoted to the enforce 
ment of criminal statutes. <A significant portion of its investigative work is, of 
necessity, related to the criminal aspects of tax enforcement. I have been 
informed, however, that in recent years a disproportionate amount of the Bureau's 
appropriations has been applied to the wagering tax and the drive on racketeers 
notwithstanding the fact that the Congress failed to provide funds for these 
purposes. I propose to reexamine the allotments which should be made to 
investigative work of this character and if they are out of balance, I will correct 
the situation 

Seventh. The work of the Revenue Service is affected by and closely related 
to that of the Joint Committee on Internal Revenue Taxation and many agencie: 
of Government including State and local governments. I have already adopted 
the policy of giving and seeking complete cooperation of all concerned to the end 
that total governmental costs are reduced and revenue administration is 
improved. 

(And, finally, I have taken steps to insure that new life is injected into our 
overall planning to the end that totally new and better ways are found for ac 
complishing the tasks assigned to us by the Congress. I want the Revenue Serv 
ice to be just as effective as possible in the collection of all the taxes that are due 
with the least possible cost to the Government and the taxpayer. I am as 
interested as any of you in seeing that we get a balanced budget, and I am 
going to do everything within my power to take care of the tax receipt side of 
the budget with as little burden as possible to the expenditure side. 
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Having disposed of the general policies with which 1 am approaching my wor 
Commissioner, I believe it now is in order to check with you our concept of 
hat it is the Congress meant for us to do when it assigned to the Bureau of 
ernal Revenue the administration of all internal-revenue laws 
Qur concept of that assignment is that we are (1) to provide reasonably ade 
te assistance to the taxpayers in understanding their obligation to volun 
ly comply with the tax laws; (2) to direct enforcement efforts against those 
ho fail to comply voluntarily or adequately; (3) to provide prompt and fair 
ate service to those who take issue with our enforcement efforts; and (4) 


p ovide supervision, procedures, and techniques which will insure economica 


businesslike conduct of all operations of the revenue service. 
the extent to which we can give effect to this concept of what it is the Con 
ess expects us to do is determined largely by the amount of money provided 
your committee. 
For that reason you will need to know the nature and scope of the programs 
which our estimates of $272,500,000 are based With your permission, I 
d now like to turn to a brief discussion of each of Our major programs. 


ASSISTANCE TO TAXPAYERS 


‘aced with the fact of 1 internal revenue employee to every 1,000 Federal tax 
ounts and 1,700 tax returns, it is obvious that we must rely heavily on the 
<1 will of taxpayers to ascertain what their tax responsibilities are and to 
me forward voluntarily and discharge them And that is as it should be 

he function of government should be to supply those services which will 
1 to encourage the continued exercise of good will. To this end our plans in 
viding assistance call for (1) quicker issuance of regulations and rulings, 
that the public will know the rules governing tax compliance; (2) increased 


t 


lities for helping those who come to us for help in making out their returns; 
a forward-looking training program for the present and future taxpayers of 
hool age to help raise the level of voluntary compliance in the years ahead; 
d (4) renewed efforts in the matter of simplified forms and instructions 
Prompt issuance of regulations.—One of the most essential functions is the 
lance of rules and regulations for determining tax liability, to make it easier 
taxpayers to compute their taxes correctly, to provide certainty as an aid 
business and other groups, and to lay the groundwork for fair and economical 
< administration. An all-out effort has been underway since the reorganization 
the Bureau to complete the issuance of the regulations under the Revenue 
of 1950, the Excess-Profits Tax Act of 1950. and the Revenue Act of 1951 
\s of January 31, 1953, 4 regulations and 99 Treasury decisions had been issued 
final form under these revenue acts; 47 Treasury decisions had been pub 
shed as notices of proposed rule making as of that date. For the purpose of 
dicating the importance, nature and scope of the work entailed in the prepara 
and issuance of regulations and Treasury decisions, I am attaching as 
hibit A, a record of the Treasury decisions and notices of proposed rulemak 
g published in 1951, 1952, and in January 1953, under the Revenue Acts of 
1950 and 1951 and the Excess-Profits Tax Act of 1950 
In his state of the Union message to the Congress, President Eisenhower 
ointed to the need for simplification of the tax laws and regulations thereunder. 
is My purpose to see that the issuance of simplified regulations, as well as 
large volume of interpretative rulings and decisions requested of the Bureau, 
brought to a current condition and maintained there during 1954. To that 
id, the estimates before you provide for the allocation of some additional man 
vears of effort in this field. These additional man-years will be obtained through 
juivalent reductions in other activities 
Increased facilities for helping tarpayers.—The increased facilities for he!ping 


} 
( 


those who come to us for help in making out their returns have been adopted as 
permanent policy. It is unfair to taxpayers who come to the Bureau for help 
enerally taxpayers in the lower income brackets, to lose several hours’ pay as a 
esult of standing in line. Moreover, the production needs of the economy should 
ot be penalized because workers must be absent from their jobs for several hours 
hile waiting for help to file their income-tax returns. The more taxpayers we 
an help to make out their returns correctly when filed, the fewer of thfem will 
e have to find and audit later. Also we have found that the filing period offers 
n excellent opportunity for aiding taxpayers to better understand their Federal] 
x obligations and, thus, become trained to file correct returns on their own in 


iture years. And, finally, prompt and capable assistance on our part engenders 
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good will and encourages a healthier attitude toward voluntary tax complianc 

Last year the Bureau devoted about 2,800,000 man-hours of effort at a cost of 
about $6,500,000 to the assistance of taxpayers who came to our offices for help 
This was not enough to insure prompt and efficient service. 

This year we embarked upon a more adequate program to reduce the econor 
waste that follows a program of too little taxpayer assistance. This program 
outlined in exhibit B of this statement. I sincerely hope that you will take a ft 
moments to examine it. I do not know as yet what its cost has been in man-hour 
but I am confident that it is substantially more than last year. Unfortunate 
however, the added cost has had to be met by a further reduction in the numly 
of tax returns examined 

School program.—The forward-looking training program for the present ar 
future taxpayers of school age which represents the third element in our tax 
payer-assistance program was recently launched by the preparation of an instru 
tion kit which has been mailed to each of the 28,000 secondary schools. One 
the chief purposes of this program is to help the hundreds of thousands of wor! 
ing students required to file individual income-tax returns. This program shon 
permit these young taxpayers to file correct returns without coming to Burea 
offices for help and without losing time from their classes or work. 

This kit includes enlarged copies of tax returns suitable for classroom use 
accompanied by a teaching script. This material has been enthusiastically r 
ceived by the schools throughout the country, and we have been receiving hun 
dreds of requests for extra copies. While I have not attached a copy of this 
material as an exhibit, because of its size, I would like to pause for a moment t 
have a set shown to you. The cost of this program to the Bureau is primarily 
one of printing, which aggregated $30,000 for the 60,000 sets printed this year, 
since the schools integrate the tax materials into their regular curricula. 

This phase of our assistance program has tremendous potential in teaching tax 
ebligations and duties and in raising the level of taxpayer compliance in the 
years ahead. With the helpful suggestions of teachers we expect to improve this 
program and add to its usefulness from year to year. 

Summary of assistance program.—By way of summing up this phase of our 
programs, we have taken those steps which we believe essential and practical to 
translate the revenue statutes, as enacted by the Congress, into language and 
form helpful and necessary to assure high-level compliance. We have made it 
more convenient for the taxpayer to obtain the information and help necessary to 
improve his voluntary compliance, and we have laid the foundation for much 
better training of the taxpayers of the future. These aids to correct tax com 
pliance are rights to which taxpayers are entitled. It is our duty to provide 
these services. It also is to our interest to do so, since they improve the ability 
and willingness of taxpayers to voluntarily comply with the tax laws. 


MORE POINTEDLY DIRECT OUR ENFORCEMENT EFFORTS AGAINST THOSE WHO FAIL TO 
VOLUNTARILY COMPLY 


Despite more and better effort to obtain voluntary compliance, there will always 
be troublesome taxpayer segments which, through carelessness, ignorance, or 
willfulness tend to shift unfair portions of the tax burden to those who are 
voluntarily carrying their fair share of the burden. 

These segments must be reduced to a minimum to avoid discouragement and 
desertion from the ranks of those who are already carrying their fair share 

Our problem is to isolate these segments and to attack their worst elements in 
the most efficient and effective manner possible. 

There are four broad enforcement areas with which we are concerned, namely, 
(1) delinquent returns and back-tax collections: (2) audit of tax returns: 
(3) fraud investigations; and (4) regulatory supervision. 

(1) Delinquent returns and back-tazr collections —In the area of delinquent 
returns and back-tax collections, we find ourselves currently in an undesirable 
position. This is primarily due to the fact that we have devoted insufficient 
manpower to this phase of our work in recent years. 

During the fiscal years 1944 through 1947, the’ annual average number of 
delinquent individual income-tax returns obtained through canvass averaged 
close to 400,000, with accompanying delinquent taxes of $75 million. From 
1948 through 1952, the average dropped to 67,000 returns and the tax to $28 
million. 
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An even worse situation exists with respect to returns filed, both as to 


<amined returns on which the taxes voluntar declared are not paid, and 


o examined returns resulting in agreed deficiencies which are not paid. 
In about 2 million of these cases distraint warrants are issued each yeur as 
step toward forcible collection. As of December 31, 1952, the number of 
irrants outstanding and the amount of taxes involved had 


gh. The number of warrants totaled 1,201,7 


reached an all-time 
»4 I 


DS, covering delinquent taxes of 


$833,775, 771. 
No well-run business cun afford to 
nd. We have taken many steps 
runts, such as sending more deman prior to issuing the 
d using collection letters rather than re th the more expensive method 
Ollsetting current-year tax refunds 
gaimst outstanding taxes and inclusion of a question on unpaid tax 
1 the individual income-tax returns; establishing a uniform procedure for 
varrant preparation; and issuing a policy directive assigning a higher priority 
the collection of delinquent accounts than to the audit of tax returns. These 
ctions have increased the «ctual number of warrants collected, but the increase 
has failed to keep pace with the growing number of warrants to be collected 
The further behind we yzet in this work, the harder it becomes to collect the 
tstanding delinquent accounts, and the greater is the likelihood of the eventual 
writeoff of many of these accounts as uncollectible. 


accounts recelVavie 


to reduce this large 


of personal visits by collection officers 


accounts 


Consequently, we have no 
choice but to ask you for funds to have additional manpower for this task. The 
volume of delinquent tax written off as uncollectible has been gradually climbing 
from an annual average of $17,500,000 during the 1944-47 fiscal years to about 
$40 million for 1948-52 period. The amount written off during 1952 
$51,067,000. 

The investigative staff of your committee in its report of February 38, 1948, 
brought out the fact that there were 512,000 warrants which had been outstand- 
¢g for 6 months or longer as of July 31, 1947, indicating a probable loss of $15 
tillion. As of December 31, 1952, the number of warrants outstanding for 6 
ionths or more aggregated 459,963 with probable losses far in excess of the $15 
million referred to by your staff. 


was 


The steps which we have taken to improve this situation are not sufficient 
within themselves to bring us current. Therefore, the estimates before you 
call for an additional 689 revenue agents (collection officers) with a clerical 
complement of 173, all of whom are to be assigned to this phase of our enforce 
ment effort. After the delinquency work is brought under control, these addi- 
tional revenue agents will be gradually moved 
returns, 

(2) Auditing of tag returns.—The second phase of our enforcement program 
relates to the examination of tax returns. This is truly a mammoth task. The 
record shows that this aspect of tax enforcement has been attacked in many 
different Ways over the past years, but at no time has there been a completely 
satisfactory approach. The number of returns examined has always been too 
small in proportion to the number filed. It was this situation which caused the 
idvisory group of the Joint Committee on Internal Revenue Taxation to con- 
clude in 1948 that “The enforcement activities of the Bureau of Internal Revenue 
are now spread so thinly over the entire field of Federal taxation that 


compliance with the requirements of the Code is deteriorating at 
rate.” 


into the work of auditing tax 


taxpayer 
a dangerous 


Since that time, of course, many things have occurred which have tended 
to improve our efficiency. That is, we have a more effective audit organization 
and more efficient audit procedures. Consequently, we can obtain more tax 
enforcement per dollar of enforcement outlay. However, the enforcement prob 


lem is so big, that it dwarfs our resources. Increased efficiency alone cannot 


solve the audit problem. More manpower is needed to examine substantially 
more returns. 


At the time of the advisory group’s finding, the overall program planning of 
the audit program and its execution were divided among a number of separate 
administrative jurisdictions. There was no overall analysis of the entire job 
of allocating the available enforcement manpower. Neither was there any 
factually based and supported concept of the content of the enforcement job in 
respect to the various categories of returns. 

In fact one of the most potent criticisms ever directed at the Bureau in this 
matter of divided administrative jurisdiction was made by the investigative staff. 
of your committee in its report of February 3, 1948, when it stated: 


31734—53——-39 
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Organizationally, the Bureau of Internal Revenue is a decentralized agen 
staggering under the weight of divided authority, where each unit functions as 
bureau within the Bureau and where its relations with other units are o1 
cooperative basis rather than on a mandatory basis as is found in a centraliz 

administrative organization.” 

Among the situations at which this remark was directed was the fact that 
Tax Unit was responsibie for planning and directing a portion of 
tax audit; the Accounts and Collections Unit was responsible for 

ng and directing the remainder of the excise tax audit and a portion of 
ndividual income tax audit; and the Income Tax Unit was responsible 


planning and directing a portion of the individual income tax audit, an 
of the estate, and corporate income and profits tax audits. 
Admittedly, the most effective program planning and manpower allocations 
were virtually in ible under such circumstances, 
(nother finding of great significance by the advisory group of the Joint Com- 
on Internal Revenue Taxation related to an understanding of the con 
nature of the audit job. This concerned the audit of a random sample 
Irn hich would serve to provide quantitative measures of mis- 
n various tax areas and which could be used to devise rules for 
turns for audit in subsequent years. 
‘m of separate audit jurisdictions has been solved by placing “regu- 
| xcepting racketeer and fraud cases, within a single audit 
the 64 offices of Directors of Internal Revenue. The overall 
ind programing for this “regular” audit work is now the responsibility 
le Audit Division located in the headquarters office at Washington. 
lem of ascertaining the categories of returns to be selected for audit 
substantially improved through the audit control program which was 
neet the recommendation of the advisory group of the joint com- 
nature of this program has been described to you in previous 


and analyses obtained from this program have led to a more 
manpower hy providing objective information respecting the 
hy taxnavers 
( changes resulting from these studies have been (a) the development 
special exemption schedule for all individual income tax returns to cut 
n the errors made by taxpayers in claiming the exemptions of close 
ther than children: (0b) the requirement on individual income tax 
1040, that all dividend and interest sources be itemized; (c) the 
the handling of about 40 million individual income tax returns 
g officers for purposes of audit classification; and (d) the develop- 
more effective classification procedure for selecting returns for audit 
ainder of the individual returns 
cular” audit program for 1954 has been developed to obtain the 
ted audit authority placed in the Directors’ Audit Divisions 
of the Bureau. The core of this new program is the 
for selecting for examination each year the 2.5 million 
tax returns (the estimated capacity to examine) most ur 
correction out of the 55 million returns which are filed 


lit coverage for all tax returns at all levels of income, the new 
quires (a) assignment to revenue agents for examination of about 
1040 business returns with adjusted gross incomes of $30,000 and 
nbusiness returns with incomes of $50,000 and over: (0) screening 
ini about 1.500.000 form 1040 returns with 
ing amounts but not less than $10,000; 
I nnel, of the remaining 53,500,000 form 
incomes under $10,000 between relatively 
“unproductive” groups. 
roups obtained in (c) above number about 13,500,000 returns, 
eened by experienced examining officers to select those most 
examination. Some of these productive returns with high 
audited prior to the issuance of tax refunds in order to avoid 
erroneous refundi ind resulting difficult collections problems. The rela 
tively unproductive groups. about 40 million returns, are not screened. Selec- 
tions. of a very limited number, for examination are made, however, by following 
“leads” from unmatched and mismatched tax-credit documents (forms W-2 
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ind W-2a), income information documents (e. g. forms 1099), and examinations 
f related returns. 
The program further provides screening methods for selecting other income 
tax returns filed by corporations, partnerships, and fiduciaries. Also, it clearly 
inciates the new Bureau policy of examining, wherever practicable, all Federal 
returns filed by a business taxpayer at the same time that the income-tax 
amination is being made. To help implement this policy, provision is made 
associate the related payroll and excise-tax returns with all automatic form 
1040 business returns and automatic corporation income-tax returns 
In appraising the new audit program, a number of items should be noted 
1) It more specifically directs the screening efforts of examining t 
the 15 million more productive individual returns; (2) it gives the examining 
rents more time for actual examination work because of the elimination of 
he need to screen 40 million individual returns which formerly was required 
nd (8) it encourages a full-coverage examination at the same time of all 
lasses Of Federal taxes to which a taxpayer is subject 
It is within this general category of regular audit work that we can expand 
r contract our efforts depending entirely upon the manpower available to us 
The number of returns in this group is 15 million and present indications are 
hat we will audit some 2,500,000 of them. The size and nature of these returns 
re such that we could audit with profit at least another 5 million if we had 
the manpower. On the other hand, the number we estimate that we can audit 
vith the funds requested will have to be reduced if the additional force re 
juested for back tax collections work is not provided, or it will have to be 
educed if added manpower becomes necessary in some other more pressing 
area In other words, this is the only area in which major adjustments in 
ur forces can be made as a result of substantial budget changes or as a result 
of large unforeseen contingencies 
(3) Fraud investigations.—The third facet of our enforcement program, to 
which I referred at the outset of the discussion relating to this subject concerns 
ur fraud investigations. During the 1952 fiscal year 598 individuals were con 
cted of tax evasion, 243 of which were classified as racketeers. Additiona 
taxes and penalties asserted in these cases totaled $250 million, of which amount 
$56 million pertained to the racketeer class of tax evader Fines levied in the 
court cases totaled $2,900,000 and prison sentences amounted to 567 years 
Fraud investigations originate in many ways: (a) Referral from revenue 
and collection agents who discover indications of fraud during their examination 
of a taxpayer’s affairs, (0) investigation leads from informants, (¢c) rep 
from banks, other Government agencies, and local law-enforcement officers 
newspaper items and personal observations of agents, and (e) analysis of sus 
pected fields of evasion. The enforcement principle is that vigorous and im- 


irtial action be taken against those who seek to evade their due portion of 


the tax load, to the end that honest voluntary self-assessment and payment 


will be the common practice of all taxpayers Approximately 1,100 spe 
gents, plus about 3800 officers from other divisions temporarily detailed 


onal tax and penalties amounti 


pecial agents have been assigned to tax fraud investigations During f 
{ 


1952 their cases resulted in assertions « 
to $169,000, per agent. 


The racketeer program of the Bureau has been very effective in the Gove 
ments’ overall program for taking action aga ganized cr’me and its leader 
For many years the Bureau mov tively against tax-evading « 
and will continue to do so, Consta fforts are made to identify and 
persons concerned with the many types of rackets and the tax affairs 
suspects are examined as promptly as is possible by the limited nun 


special agents available for such work. These cases are difficult, even ha 
ous and often very time consuming but the Bureau is aware of the importar 
of the program and its overall benefit to the Nation. The racket squads in 
various field divisions include special agents, examining officers, and collecti 
officers with an approximate average strength during the past 2 years of 1,759 
During an 18-month period ending December $1, 1952, the work of these squads 
resulted in the assertion of additional tax and penalties amounting to $133,890,000 
and recommended prosecution of 671 violators 

In addition to the tax fraud work discussed above, which is almost wholly 
ncome tax frauds, there is the problem of enforcement of the wagering tax law 
pertaining to bookmaking, lotteries, numbers, ete. Voluntary compliance with 
this statute has been meager due to a court case questioning its constitutionality, 
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mit as of March 6, 1953, this issue was settled by the Supreme Court. The ga 
bling opel rs will hereafter have little excuse for noncompliance. It is pro 
posed to see that they comply by purchasing the necessary tax stamp and sub 

ting returns on their gambling profits. For the 13-month period ending 
December 31, 1952, fraud cases made under this law resulted in recommending 
prosecution of S33 violators and the assertion of additional tax and penalti« 
rmounting to $10,800,000. 

The criminal aspect of tax enforcement is an essential part of the tax admin 
tration systen Its effectiveness is in direct proportion to the number of we 
elected, properly trained and well led special agents assigned to such duties 

The Bureau proposes to give this part of its program due and proper attention 
considering the total needs of a well-balanced tax-enforcement system and the 
total funds available for tax administration. 

(4) Regulatory supervision.—The last item involved in our enforcement pro 
gram concerns alcohol and tobacco taxes. Since the work of this acitivity de 
pends on certain external factors which are not subject to control by the Bureau, 
such as the seale of operations of the alcohol industries, size of the stocks in 
bond, and the activity of illicit traffic in aleoholic beverages, it is not possible to 
forecast, with any great degree of accuracy, the volume of work to be done a 
vear hence 

Current information indicates the overall workload for 1954 will remain about 
the same as in 1953. It is expected that necessary increases in some operations 
will be implemented by transferring personnel from areas of decrease. Thus 
the expected continued decrease in the need for storekeeper-gager supervision 
at alcohol plants resulting from large stocks of spirits now warehoused will 
make some personnel available for transfer to other enforcement activities. 
Further, the floor-stocks tax activity resulting from the Revenue Act of 1951 
will have reached a peak during the 1953 fiscal year and will be considerably 
reduced in 1954. This released manpower will permit a more effective enforce 
ment program in the area of inspection of tobacco manufacturers and retail and 
wholesale liquor dealers. Although the retail and wholesale inspections which 
numbered 97,800 in 1952. will not reach the total of 288,000 made in 1950, the 
period immediately preceding the transfer of inspectors to storekeeper-gager ac 
tivities because of the Korean crisis, it is expected that sufficient storekeeper 
gager personnel can be reassigned to provide about 150,000 retail and wholesale 
nspections and also a broader enforcement coverage of the tobacco industry 

In the case of the tobacco tax, we are now in the process of completely decen 
tralizing the work from the headquarters to the field offices. In this process 
efforts are being made to simplify the procedures and to develop an appropriate 
inspection program. In the investigative field a more thorough policing of illegal 
activities is indicated by an increase in seizures and arrests. With the present 
quota of enforcement officers, this is made possible by a decrease in other ac 
tivities to which the investigators were required to devote a large portion of time 
in prior years. 

APPELLATE SERVICE 


Appeals taken by taxpayers from revenue agents’ findings have always pre 
sented a problem from the standpoint of early settlement and assessment of 
deficiencies. The size of the problem is evidenced by the fact that. as of the close 
of the last fiscal year, close to $1 billion was involved in cases pending before the 
appellate staff, and conferences, on the average, were 18 months away. This 
situation has resulted in (a@) many taxpayers going directly to the Tax Court, and 
thus jamming its docket, (6) many taxpayers going into the district courts, 
(¢) the introduction of bills in Congress for a separate Tax Settlement Board, 
(7) hindrance to business decisions due to delayed tax settlements, and other 
undesirable consequences. 

Present policy is aimed at bringing this work more nearly current. Among 
the steps taken or being taken to this end are the following: (a) additional 
manpower has been assigned to the appellate work for the fiscal year 1953, 
(b) the establishment of the informal conference procedure in the directors’ 
audit divisions which is designed to reduce the volume of cases going to the 
appellate divisions, and (c) plans to eliminate much of the offer-in-compromise 
work from the appellate staff. 

In considering the Bureau's objective of making reasonably prompt determina- 
tions which reflect proper settlements, two basic factors involved in the appellate 
work should be kept in mind. First, the quantity and quality of appealed cases 
can be controlled to a degree only, for any taxpayer involved in a controversy 
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th a director can have the issue referred to the appellate staff merely by 
ng a protect requesting such transfe1 Secondly, a ta cuse cannot be dis 
sed of unilaterally ; it can be disposed of finally only by (@) agreement between 
taxpayer and the Government, (0) trial before and decision by the Tax Court 
other court, or (c) default or other abandonment of the right to carry the 
ntroversy further. The present situation is also complicated by the fact that 
he appellate staff's inventory of cases prior to the reorganization was too large 
or efficient operation, and further by th ct that the appellate divisions are 
resently engaged in the task of absorbing the functions and training the per 
nel of the former agents’ conference sections 
It is my purpose to do everything possible to see that this important phase of 
ir operations is stepped up during 1954 so that the many undesirable conse 
iences of a lag in this work may be eliminated 


SSLIKE OPERATIONS 


We come now to the final point which 1 made as a part of the concept of our 
ies; namely, that of providing supervision, procedures, and techniques which 
ure economical and businesslike conduct of all operations of the revenue 
1c'¢ 
I note from the record much previous activit; this field. Among which is 
report by staff investigators of your commi » which | am told contributed 
lual ideas and suggestions We mme the visits of your present 
taff and are confident they also will be productive of much good 
In addition | have no he 1 rt of t viivise oup of the joint 
ee which was authoriz by gl res eports of the 


ement engineers whicl I paid ft t ol nd Luthorized by your 


tee, and reports of the s« illed Wig om 


I have read the record of prior heari s and have been impressed it 


ual savings and improved quality of output 


ng lists of improvements that have been made whi have resulted in 


But I have told my men: “Let’s not point to the record of what has been done, 

t let’s take it from here and see how much more we can ; 

the business of tax administratic Ss one s remely « iplex, and ofte1 
t is difficult to effect changes of any substantial nature without congressional] 
authority. But we propose to go the t in identifying and finding answers to 


| the obstacles which hinder us from running a truly businesslike operation 


Many of the new ideas which we will explore may not pay off, but I am sure 
that you would wish us to explore fully every avenue which appears to offer 
practical benefits This I propose to do 

As an indication of some of the work now under way in this field, I should 
like to hand you at this point for your perusal at some more convenient time a 
digest of some of the items taken from our program entitled “Planning Ahead.” 

Outside of these specific projects, I should like to emphasize other areas of 
activity calculated to make us more businesslike 

These include increased training, more careful selection of supervisory per- 
sonnel, further decentralization of work and authority, more intensive opera 
tional audits, tighter liaison between headquarters and field officials, and 
through more effective leadership restored morale of all internal-revenue em 
ployees. 

This concludes the presentation of the major programs which I envisage for 
1954, and I will be happy to have you proceed with the hearings along any 
lines you may wish 


FUNDS REQUESTED FOR FISCAL YEAR 1954 


Mr. Canrie_p. Now, Mr. Andrews, you may enlarge on your state 
ment as you wish. 

Mr. Anprews. The first thing in my statement is that we are ask 
ing for $272,500,000 for the fiscal year 1954, which is about $2,500,000 
more than we have in the current year. I believe that we will be able 
to convince you that that amount of money, and more, is necessary 
in order to do this job the way it ought to be done. But let us not be 
misunderstood on that. Let me make this very brief statement. 
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Secretary Humphrey has taken the lead in wanting to cut the ex 
penses of Government. He is my boss. If I were told to operate on 
half of $272.500,000, I would do my best to do the job with that amount 
of money. I hope that he will not tell me to do anything like that or 
even cut me at all. But I do not want you to construe what I said a 
moment ago as an indication that I am going to try to do something 
that Mr. Humphrey does not want done, or that T am here in any 
sense at all in opposition to his views as to what the expenses of Goy- 
ernment are going to be. 

We are going to operate the best we can on what you gentlemen give 
us. Weare going to tell you what we think we need, because I ‘feel 
that you would not know our prob lem unless we put the whole story 
in front of you. That, in my opinion, is the essence of good budget- 
ing, to ask your people down the line to tell you just what they think 
they need and then on up the line there is a process of review and those 
who do the reviewing can determine, on the basis of putting first things 
first that we cannot do this, or that, or the other thing, and then finally 
come out with a figure of what we can spend; in other words, to cut 
the garment to fit the cloth. 


REGULATIONS 


There are several policy matters that concern us and the first is the 
matter of regulations. There have been a great many complaints made 
to us in the Treasury Department and the Bureau—and I know a 
great many to you gentlemen and I suppose also to the Joint Commit- 
tee on Internal Revenue Taxation—that the Bureau has oftentimes 
sought to accomplis sh by regulation what it was not able to accomplish 
by legislation and I want vou gentlemen to know that I regard that 
as an improper policy and it will not be followed as long as I am Com- 
missioner of Internal Revenue. 

I say that without necessarily meaning to be critical of anybody, but 
I feel that if Congress does not give the kind of laws the administra- 
tion wants, the administration ought not to try to get that law by 
warping its regulations so as to drag it in. 

We want to ferret out those regulations that are not consonant with 
the law and, as we find them, we are going to change the regulations. 
And when I say that, of course, bear in mind that I speak with the 
authority of the Secretary. These matters have been discussed with 
him. That means also that, as we go along, we will try studiously to 
ivoid a construction of the law and the regulations that will incorpor- 
ate legislation that was not intended. 


BACKLOG OF TAX COURT CASES 


The next matter of policy that bothers us considerably goes to a 
fundamental question of management. That is emph: sized by the 
pileup that has occurred in the appellate process. We find that there 
is a considerable : ace ‘umulation, and I think an unnecessary accumula- 
tion, of undecided disputes between the taxpayer and the Bureau. 

The Tax Court is literally jammed at the present time to the point 
where some people think it ought to have more judges. I will not 
go into the question as to whether or not they need them. That is for 
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em to tell you. But I will say this to you, however, that if the 
policies that we want to initiate are succ essful, then the need for more 
tax court judges will probably not be so apparent. 

Fundamentally, the problem there is very simple, I think. All of 

ou have heard the things that have been disclosed about corruption 
n the Bureau, and I would be the last person in the world to tell you 

[ think that those disclosures do an injustice to the Bureau. Ido 
not think so. I think it is good to find out what evil exists. Let us 
get the cat out on the ridgepole and heave a good-sized bootjack at him. 

I do not care how much investigating the Congress does. Asa mat 
ter of fact, the more they do, the better I like it, because the sooner I 
vill find out exactly what is going on, and that will certainly be help 
ful to us. 

On the other hand, these very disclosures have thrown the fear of 
God into everybody in the Internal Revenue Bureau from the top to 
the bottom, to the point where, beginning with the field agents and 
going all the way up until you get to the Tax Court, everybody is 
afraid to make a decision and so one fellow bucks the dispute on to 
the next one and the next one bucks it on to another one until finally 
it winds up in a terrific log jam in the Tax Court, and all along the 
way we have these things that have been hanging fire all this time. 


NEED FOR MAKING DECISIONS 


The correction of that, I think, is relatively simple. I am saying 
o our people this: We have the authority and rulings to exercise the 
authority, and to give you all the authority you need, to discharge the 
responsibility that rests upon you in your several positions. Now, 
I want you to exercise that authority and I expect an to; and even if 
you make mistakes, as long as those mistakes are honest mistakes, and 
ire made in good faith, nobody is going to kick you around and I will 
defend you even over on the Hill, if necessary. 

Now, of course, we are not going to tolerate and I have made this 
clear—we cannot tolerate people who make a habit of coming to bad 
decisions. But when a man makes an honest decision and he m: ake S 
more good ones than he does bad ones, then he is entitled to protection 
in his bad decisions. We will do our best to minimize the bad de- 
cisions—that is, minimize the number of bad decisions. But I believe 
that as soon as the people down the line, from the top to the bottom, 
find out that we mean that, you w ill begin to see the whole process of 
disputes between the t: ixpaver and the Bureau get smi alle ‘ran (d snk lle T 
and smaller, and we will get cases out of the way. 

[ am glad to say that I have found a disposition on the part of the 
people in the Bureau upon whom I must primarily rely, the first line 
of executives under me, to go along with that philosophy and to help 
me put it into effect. 

We are going to have our first meeting of the district commissioners 
here Monday. They are coming in from all over the country. We 
are also going to have our chief inspectors and our district counsel in 
at that time. We are going to begin then to give them directly some 
of the philosophy that you hear me express this morning and that you 
have already read. In other words, we want to make these fellows, in- 
sofar as it is compatible with their respective positions, free to decide 
the issues that come before them and then back them up in that. 
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REORGANIZATION 


The third thing that bothers us from the policy point of view is the 
reorganizat ion. There have been a lot of criticisms of reorganizatio! k 
and a great many of them have been justified. We have problems of 
geography; the question as to whether the right decisions were mad 
in putting the districts together; whether the right decisions wer 
made in establishing the situs of the district commissioners’ offices and 
the carettors: oflices, and so forth. We have problems of organiza 


tion. We have problems of personnel. We have problems of hou 
ing, some of them pretty serious. I mean, serious not just from th 
standpoint of inefliciency, but serious from the standpoint of 


health and safety of our people. 


I have got one bDullding vhich preliminary reports indicate to me. 
might fall down tomorrow, or burn up, and I might lose 350 peopl 
I have given instructions for an immediate survey of that building, 


and even to put our people in tents if necessary, because I am not 
voing to take that risk: Iam just not voing to do it. 

| do not know what we will do about it. I do not know whether we 
can do al vthing about it, but we are roing to get them out of ther 
if we have to: and that survey is going on right now. 

I have a feeling, hows ver, ab uit the reorg 


mnizat on, w] ich is very 
simple. The reorganization is an accomplished fact. It has been done 
You gentlemen voted it. I think it ought to be tried. I think we ought 
to try to find out whether it was the right thing to do and you cannot 
find that out without doing it. 

There has never been any management expert in the world smart 

enol oh to tel] you that a viven thing is coiling to do a certain thing 
better than any other way. I think I speak with some authority on 
that because management work has been my specialty for over 25 
years. 
* There are a lot of things about it that nobody can say with certainty. 
That is one of them. It may well be that some subst: antial changes 
will have to be made in the reorganization and if we find that, if we 
come to the conclusion after thoroughly studying it that those changes 
ought to be made, we are going to come to you and tell you so. 

Of course, we are not going to haul off and make changes merely 
because we think they are good. If we find radical changes are neces 
sary, we will clear them with the Congress, get their views on it, the 
views of the proper committees, and then we will make those changes, 
whatever they may happen to be. We will make reorganization work, 
either as it 1s, or by reorganizing the reorganization. But we think 
7 needs to have a fair chance. 





NONFILING OF RETURNS 

Now. another thing that has troubled me a great deal is the nonfiling 
of tax returns. It has been said that as to one very important eco- 
nomic segment of the country’s population that they are notoriously 
delinquent both in the filing of returns and in the reporting of their 
income. We are going to get to work on that. 

But what bothers me more than that is this. I do not believe there 
has been any check for some time to see whether everybody who ought 
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to file a return is filing one, outside of that group. And so we have 
ordered recently a spot check to see whether or not there is a substan- 
al group who have not been filing their tax returns. We are going 
to make those spot checks and, on the basis of the findings of those 
pot checks, we will determine whether we ought to extend that con 
lerably or whether we are doing pretty well. 
{ am confident that a great many people do not file any returns at 
ll. Strangely enough, most people think that everybody files an in 
come tax return who should. But I think that is a false hope. I do 
ot believe that is so. 


S1¢ 


REDUCTION OF OVERHEAD CoOsTs 


That comes to a question which ] might bring it at this point, as to 


he proper orgahiZation of the Bureau itself because me of the 
things that I have been talking about suggest a differential here be 


tween production and overhead. I do not have to tell you gentlemen 


who are all experienced people what I mean. When | talk about direct 
osts and indirect costs, you know what I mean. And you know a 
ll as I do that every business has a point at which its production 1s 


i 
ufficient to absorb its overhead and produc ea profit. 


Just to look at the Bureau’s overhead cost—that is, « verything be 
ind the production line, the production line being that group of 
ctivities which has to do with the examination of returns, the audit 
ng of returns, and the whole process of getting the money in—at first 
glance it would look as though the overhead item is too high. 

What I hope to do by improved methods—the manner of which I 
will explain to you later—is to cut down the overhead figure and then 
I would hope that any money that I save overhead, the Congress will 
permit us to spend in production costs, because we know that we are 
not examining enough returns, that there is a great deal of ore that 
till can be worked to advantage before the law of diminishing returns 
sets in. And therefore we are going to concentrate as far as We can 
ipon the reduction of overhead and the application of our savings 
there to a greater production effort. And we know when we do that, 
that we will increase our revenue from 10 to 15 times for every dollar 
that we spend for production. We know that it is good business to 
operate that way. 

LONG TAX LINES 


Another thing that bothers me as a matter of policy are these long 
lines of people you see down at the tax office. Mr. Gary w ill remember 
very well, when I was comptroller of the city of Richmond, or when 
I took over there, the tax deadlines in the City of Richmond were a 
nightmare, Long lines of people would be out in the streets on the 
last day. It was pretty bad. We cleaned it up to the point where ina 
year’s time, the tax office closed on the last day of the tax season, with 
out a person at the counter, and without any of them down on thx 
ivenue. I think that can be done here and I think it ought to be done, 
because when you stand, as we did, Mr. Gary, there at 10th and Main 
Street, and see those people all the way from the entrance to the Amer 
ican Building down to Carey Street, trying to get in, to get help with 
their tax returns, and crowding the elevators of that building and 
upsetting the commerce, the ordinary business commerce that voes 


= 
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on among the people who are down there—and my old firm happened 
to be one of ies that was delayed by that situation—I do not WOITy 
so much about the time that the people are spending, because they a 

not being hurt by it personally—most of them. The employers ar 
paying their wages. Those whose employers are not paying their 
wages are being hurt. But regardless of that, if you multiply that by 
the number of the lines in the United States—and there were hundred 
of them, remember—you find yourself face to face with a terrific ec 
nomic loss: I mean a loss of national income, because you have a loss 
of production. And that is not good. 

We have got to do something about it. I do not have to tell you 
gentlemen that when you lose national income, you also lose income 
taxes. That bothers us. 

Also, the individual inconvenience to the taxpayer is of concern to 
us. As the tax collectors for the Nation, we have got to look at the 
ultimate picture and that is the loss of national income and the loss 
of tax revenue. And that is extremely serious. Just how much it is, 
we do not know. 











COLLECTION OF WAGERING TAX 






Now, another matter of policy is this. We have got a very consid 
erable problem in the variety of taxes that we have to enforce. 

You will remember that Congress put on a wagering tax and we 
are required to enforce it. They put a drive on the racketeers, and 
vet no money was appropriated for that purpose. Nevertheless, the 
Bureau has undertaken to police that particular area of the national 
revenue. That has meant, of course, that we have had to pull away 
from the normal area and reduce our effort there. We intend to 
continue to keep after the racketeer and the gambler and to enforce 
the wagering tax. But I do think you gentlemen ought to know the 
problem that we are up against there, and that we have had to take 
away from other productive fields in order to cover that one, since 
no money was added to the budget for that purpose. 

We propose to reexamine the allotments that should be made to do 
the work of this character, and if they are out of balance, then we 
will try to correct them. 

As I said awhile ago, another matter of policy in the revenue serv- 
ice is affected by and is closely related to that of the Joint Committee 
on Internal Revenue Taxation. I have already explained to you what 

ur policy is with respect to that. 
RESEARCH AND PLANNING 
And finally, we have tried to inject new life into the overall plan- 
ning. Let me tell you a little bit about this planning business. The 
Bureau of Internal Revenue, being that of the greatest country in 
the world, is the biggest business of its kind in the world. It touches 
the life of every person in America—155 million people. There-are 
65 millidn tax returns ordinarily filed under the present statutes, 
with the broadened income tax base. It is a terrifically big business. 
It involves, it has to involve, almost every roo of modern 
business in order to accomplish its mission. And yet, not too much 
importance has been attached to what I think has been a very excellent 
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effort to conduct research and planning ahead on better ways of 
doing it so as to speed up the process of enforcement. 

We have that service under a very competent gentleman, Dr. Atke- 
on, and I propose to encourage Dr. Atkeson to extend his activities 

cause I think he is doing a very excellent job. 

i. want him to feel that as far as I am concerned, research and plan- 

ng are just as important to us as they would be to General Motors or 
to the Du Pont Co. or any of the great corporations of the country. 
There are mighty few businesses in America that are any bigger than 
ours and we feel that research and planning are just as important to 
us as to any industrial or technical or scientific field, because we che 
cot to do our job with the utmost effectiveness and efficiency. We hope 
to encourage it within the limitation of a reasonable expenditure for 
the services that we are rendering. 

That, to a certain extent I think, pretty generally disposes of the 
policy matters and the general problems that we are up against. 


SUMMARY OF AIMS 


To summarize, I would like to say to you that first, we feel that our 
assignment is to provide reasonably adequ ite assistance to the tax- 
payers in understanding their obligation to voluntarily comply with 
the tax law; and that voluntary compliance is an extremely important 
matter. I would like to make a statement on that off the record. 

(Statement off the record. ) 

Mr. Anprews. We feel that another assignment of ours is to direct 
enforcement efforts against those who fail to comply voluntarily and 
adequately. In other words, if you set your organization up to deal 
with the routine matter, you are w: asting money Your process of 
organization and management should be directed at catching the fel- 
low who gets out of line. The routine matter more or less takes care 
of itself. 

Another concept is to provide prompt and fair appellate service to 
those who take issue with our enforcement efforts. That is extremely 
important. There are many people who feel that we have not been 
fair, and I am afraid there is justification in some of that feeling. 
There are many, of course, who are caught in the toils of the law and 
who are going to say we are unfair whether we are or not. Those we 
do not have any trouble dealing with. 

But it is the fellow like the doctor who came to me yesterday and 
laid his cards before me and showed me where he had been assessed 
a fraud penalty without any reason in the world being given to him, 
for an insignificant amount of taxes in relation to his gross income. 
I do not have to hear the other side of that case to know that a gross 
injustice was done there, and I mean to correct that injustice. 

Those are the kind of cases that bother me. We are going to have 
some of them no matter how perfect we are or try to be. Neverthe- 
less, I think we can keep them down to a minimum. 

Then finally, it is up to us, it seems to me, to provide supervision, 
procedures, and techniques that will insure economical and business- 
like conduct of all the operations of the revenue service. To the 
extent that we can give effect to this concept of what the Congress 
has the right to expect of us—that is determined largely by the amount 
of money that you gentlemen provide and for that reason you will 
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need to know the scope and nature of the programs on which ou 
estimates of $272.500,000 are based. 
Now I would like to turn, if I may, to some of those estimates 

















ASSISTANCE TO TAXPAYERS 








First of all, one thing of primary importance is assistance to tax 
payers. I would like you to bear in mind that there is 1 revenue 
employee for every 1, 000 of Federal tax accounts and every 1,700 tax 
returns. If you ask me, “Is that too much or is it not?”, I do not 
know. I have not been here long enough to find out. It could very 
well be that it would not be half the load that the personnel should 
carry. If it is, I think we will find it out and we will do something 










ibout it. But at least that is the situation as it is now and until we 
are in a position where we can determine whether we think it is a 
proper relationship, I do not know that there is anything we can do 


but to vo along with the present situation. 

On this matter of assistance to taxpayers, there are several things 
we can do to provide that assistance. One thing, we can assure 
quicker rulings and regulations. We want to try to do that. We have 
been very slow about it but we are getting around to it now, getting 
our rulings and regulations out faster, so the taxpayers will know 
better what they will have to do. I think we have to increase our 
facilities to help those who come to us for help with their returns. 
And then I think, as I have indicated to you, we have to have a 
forward-looking plan and program so that we can be a year, 2 years or 
3 years or 5 years ahead of what may happen, so that we will be in a 
position to absorb anything that does happen and take it in our 
stride. 

















NEED FOR MORE SIMPLIFIED FORMS AND MORE 


INSTRUCTIONS 


EASILY UNDERSTOOD 








Then I think that we must unquestionably continue to strive for 
more simplified forms and more easily understood instructions. 

However, I think we ought to all be realistic and 1 recognize the 
fact that we are dealing with income and no one has ever vet satisfac- 
torily defined income. I sat on a committee of businessmen, lawyers, 
accountants, and economists for a period of 4 years, under a very 










amply financed arrangement made by one of the great foundations, 
and we argued for all those 4 years as to what constituted income. 
And we came up with a fairly good answer, but we did not solve the 
problem. And as long as you deal with income, I do not think any of 
ae are ever going to solve the problem and therefore it is not going to 
be possible to attain the ultimate except insofar as you might regard 
the ultimate as the practical in simplifed forms and instructions. 

Mr. Gary. In that connection, a lot of the complications, or what 
seem to be complications, in the income-tax return form are put there 
for the benefit of the ti ixpayer ; are they not ¢ 

Mr. Anprews. There is not any question about that. Not only is 
that true, but the calculation itself is complicated. But, if you will 
analyze the calculation, you are bound to see that it is complicated 
because it has to take into effect the things that were done to minimize 
the incidence of the tax upon certain classes of people. You cannot 
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make mathematics any simpler than mathematics can be made under 
the laws that govern its application. 


ISSUANCE OF REGULATIONS 


Now, Lam not going to take up your time to talk about the issuance 
of regulations. It is all here in the record. We are behind in it. We 
are catching up, however, and we hope to get current during this year 
or Within a reasonable time thereafter. 

The situation as to regulations briefly is this. An all-out effort is 
indet Way and has been since the reorganization to complete the 

suance of regulations under the Revenue Act of L950, the Excess 
Profits Tax Act of 1950, and the Revenue Act of 1951. And as of 
the end of January Just passed, 4 regulations and 99 Treasury deci 

Ons had been issued in final form under these revenue acts: 47 Treas 
ur'\ decisions had been published as notices ot proposed rulemaking 

sof that date. I think that generally indicates to you what the situ 
ation is, and I will pass on by indicating that we are putting pressure 
on that area to try to get ourselves up to date. 

In his state of the Union message to the Congress, the President 
winted out the need for simplification of the tax laws and the regu 
itions thereunder. It is our purpose to see that the issuance of sim 
plified regulations, as well as the large volume of interpretative rul 
ings and decisions requested ot the Bureau. Is brought to a current 
condition and maintained there during 1954. To that end, the esti 
mates before you provide for the allocation of some additional man 
years of effort in this field. These additional man-years will be 
obtained through equivalent reductions in other activities. 

In other words, that is the practical illustration of what I indicated 

while ago, where we will reduce overhead to increase production. 


| 
| 


INCREASED FACILITIES FOR HELPING TAXPAYERS 


Now as to the increased facilities for helping the taxpayers. I think 
we may say that the plan that has been followed out for 2 or 3 years of 
trying to help the taxpayer at return-filing time has been adopted as a 
matter of permanent policy. We think it is a good policy, because we 
think it is unfair to taxpayers who come to the Bureau for help, inci 
dentally generally taxpayers in the lower bracket, to lose several hours 
of pay as a result of standing in line. Moreover, as I pointed out, 
the production needs of the economy should not be penalized because 
workers must be absent from their jobs several hours while wait- 
ing for help to file their income-tax returns. The more taxpayers we 
can help to make out. their returns correctly when filed, the fewer of 
them will we have to find and audit later. This is extremely important. 
It is fundamental. If we can get them all made out in the beginning 
as they should be, we could almost drop the audit staff, or cut it way 
down. 

Last year the Bureau devoted about 2,800,000 man-hours of effort at 
a cost of about $6,500,000 to the assistance of taxpayers who came to 
our offices for help. This was not enough to insure prompt service. 
I rather suspect that this year it is going to involve more than that. 
Just exactly how much it is going to be, we do not know, but we know 
that our program has been extended considerably this year and we 
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know that we took care of far more taxpayers, and I am glad to be 
able to tell you that we received a great many letters telling us that 
they liked the service that they received and there were very few 
complaints. As a matter of fact, I have not seen one complaint this 
year from a taxpayer who said that he was not treated properly wher 
he went to get help to make out his tax return. 

We like to think that that is probably the result of the philosophy 
that we brought into the Bureau, because one of the early things we 
did was to get it straight down to the lowest level of employee through 
a bulletin of the NAIRE which goes out every month. We like to 
feel that that bulletin had its effect. Of course, this help program 
was under way before that bulletin went out, so it could not all be 
attributed to that. But we asked them in an editorial entitled “Meet 
Them With a Smile” to put themselves in a position that they would 
like to be in if they were on the other side of the table, looking down 
the throat of the tax examiner. And we think that is working. 


INSTRUCTION OF HIGH-SCHOOL STUDENTS 


Now, there is another program that has been started recently which 
is new and rather interesting. It started last year. It has a double 
barrel effect and I think infinite possibilities. That is the matter of 
carrying a basic knowledge and understanding of the income-tax laws 
and the preparation of simple tax returns down to the high-school 
level. Now, offhand, people may be inclined to laugh at that. I do 
not think it is a laughing matter at all. I think it is a good idea, 
because it does two things, the second of which perhaps a great many 
people would not think of. 

The first thing it does, it puts a lot of high-school boys and girls in 
a position to help their own fathers and mothers make out their tax 
returns and takes some of the load off of us; because, after all, remem 
ber that the vast majority of these 65 million returns we are talking 
about, between 33 million and 35 million of them to be exact, are re 
turns of people who have only income from salaries and wages, and 
claim the standard deduction. That tax return any high-school boy 
or girl can make out provided they are shown how. So it ought to 
have that effect. 

Of course, there are problems in connection with those returns be- 
cause of dependents and that could be subject to investigation. But 
the business of making the return out can be explained to a high-school 
student. 

However, much more important than that I think is that by doing 
that on a sufficiently broad scale, we are educating the next generation 
to be able to make out the returns without having to come to us. So 
we are laying the groundwork for a great future economy in this 
operation. 

Last year we spent $30,000 for 60,000 sets of printed material which 
we use. They are somewhat larger, incidentally, than the regular re- 
turns and I think probably this would be a good place to show these 
gentlemen what they look like, Dr. Atkeson. 

Mr. Passman. May I make this comment off the record? 

(Discussion off the record.) 
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Mr. ANprews. I might say that in August I am going down to the 
University of Virginia to address a convention of the teachers of 
athematics on this very subject. There will be some 400 or 500 of 
em from all over the country, and they will take this story back. 
[hat will be ample time for us to get this program extended. We 
hink it is a good program. 
Mr. GARY. ] think it is excellent ar cl if you can vet the people in 
he business schools interested, those who are going into business 


iflices, it would be a tremendous help to them a well as to the 











Department. 
Mr. CANFIELD. Commissioner, do you wish Dr. Atkeson to explain 





s to us at this time? 
Mr. Anprews. I think at this point it would be well for you gentle 


‘ to see what this looks like. 













'YPE OF M ERIAL § I ) HIGH SCHOO 












Dr. Arkreson. Mr. Chairman, the material was sent to 28,000 prince) 
ils of the secondary schools, which would include both public and 
rivate schools. There was only one set sent to each school. What 
ve did was to send a memorandum to the principal to which was 
ittached a teacher’s kit to be used by the classroom instructor, so that 
he instructor could follow through and explain each section of the 
return. 

Chis enlarged copy of the return | pointing to exhibit] was posted 










on the blackboard and by reading the script, which was keyed to t 
return, to impress the children with the need of properly showing the 
me and address and social-security number and all of the elementary 
things of that nature, the information was brought to the children. 
Mr. Passman. That is a blown-up form 1040, is it not ¢ 
Dr. Arxrson. That is right. I will not run through the whole 
io, but I would | ke to indicate the nature of the instru tion. On 
ge 1, on the bulletin board, we have keyed that in with page 1 
‘} ndicated how Important 










of the instructions for the teacher, which 






was not to use nicknames because it would be difficult in later veat 






4 


o follow through with the income-tax record, and it would be difficult 






to match with the withholding receipts, which were also part of the 






nstructions which were exhibited at the same time. Unless the 


rrect name is used it will be impossible, of course. for us to follow 





tl rough with the \ thholdiu Oo receipts ind to t1e mn with the exemp 






on certificate in the employer's office. 


So the whole story was brought together in very simple language. 






We dealt with just the sim) le cases: that to say, the children who 






had salaries and wages, who had earnings from newspaper routes 






r perhaps who had an income from babysitting, things of that 


kind, 

We did not vet into capital cvains, but we did vet into 
as savings-account interest and interest on savings bonds. 

By approaching it this way I think we have done something, in addi 
tion to what the Commissioner has indicated. There has been a tend 
ency to take some of the fear complex out of the tax returns and of the 
tax collector, at an early age. There is quite a tendency on the part of 
some of the adults to sort of freeze up when they get a tax return and 
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they get into a state of panic and immediately rush down to the reve 
nue office and say, “Will you help us out, I do not know how to do 
this?” 

It is primarily a fear complex that in this way I think is being take1 
out at this point. 

I do not think we need to go into the details, but I do want to say 
that we have gotten hundreds and hundreds of letters from the schoo 
systems commending us most highly. They say that one of the great 
est things about it is that it is up to date. The text material that they 
get from other sources is 2 or 3 years behind. We expect to do this o1 
an annual basis, and keep it up to date with the law itself. 

Mr. Gary. What has been your response from school principals, for 
additional material 4 

Dr. Arkreson. Quite considerable. That is the reason why we had 
60,000 sets printed. I would say that about 50,000 have been actually 
distributed. 

Mr. Anprews. I think I might also say at this point that all of the 
papers that underlie the return, such as W-2, and the withholding 
schedules, and all that sort of thing, are blow ht up and exhibited to the 
student, so that he can get a visual correlation of all the things that 
enter into the making of a tax return. 

I feel that here is probably the greatest advantage of this whole 
thing—and this is a simple statement which is to be found at page 8 
of my presentation. 

This phase of our assistance program has tremendous potential In 
teaching tax obligations and duties and in raising the level of taxpayer 
compliance in the years ahead. 

Of course, the teachers have developed helpful ideas as we have 
gone along, and our program will be improved as it is extended. 

And so, with regard to the assistance program, I think I might say 
in summary, that we have taken those steps which we believe essential 
and practical to translate the revenue statutes, as enacted by the Con- 
vress, into language and form helpful and necessary to assure high- 
level compliance. We have made it more convenient for the taxpayer 
to obtain the information and help necessary to improve his voluntary 
compliance, and we have laid the foundatron for much better training 
of the taxpayers of the future. These aids to correct tax compliance 
are rights to which taxpayers are entitled. And it is our duty to pro- 
vide these services. It is also to our interest to do so, since they 
improve the ability and willingness of taxpayers to voluntarily com- 
ply with the tax laws. 


ENFORCEMENT PROGRAM 


Now I would like to discuss how more pointedly to direct our en- 
forcement efforts against those who fail to voluntarily comply. As 
I said a while ago, we are not going to attain perfection. There are 
always going to be some intransigent people who are going to squawk 
no matter what you do. You could make it so simple that they could 
make out their tax return on the way to the office one morning while 
they are reading their newspaper, but there would still be people 
who would complain. And, of course, there are always going to be 


people who just do not like to pay taxes. But we think that the 











imber of those people can be reduced to a minimum and in this 
field there are four broad enforcement areas which concern us par 
cularly: (1) Delinquent returns and back tax collections, (2) audit 
f tax returns, (3) fraud investigations. and t) regulatory 


pervision. 


DELINQUENT RETURNS AND BACK TAX COLLECTIONS 


Now, in the matter of delinquent returns and back tax collect ons, 
eare lla rather undesirable px SIT1loO} . not a happy one DY ny means, 
nd this 1s primarily due to the fact that the Bureau has not devoted 
ifficient manpower to this phase of its work in recent years. 


l . ' } - ; 
During the fiscal years 1944 throush 1947, the annual average num 


er of delinquent individual income tax returns obtained throug! 
invass averaged lose to 400,000 that 1s, just gvyoing aro ind and see 
go who is not filing retun s: taking. for instance, a telephone direc 
ry and checking the people in the community and then checking 
the files and seernye W ho Is report nge—as I Say, they averaged ¢ lose to 
100,000 with. accompanying delinquent taxes of $75 million. But 
from 1948 through 1952, the average dropped to 67,000 returns and 
the tax to $28 million. 

Of course, you W ill notice there a oreater drop in the number than 
n the amount of the tax. The reason for that is obv LOUS, that youl 
tax rates are different. 

An even worse situation exists with respect to returns filed both as 
to unexamined returns on which the taxes voluntarily declared are 
not paid, and as to examined returns resulting in agreed deficiencies 
which are not paid. 

In about 2 million of these cases distraint warrants are issued each 
year as a step toward forcible collection. That is an awful lot of 
distraint warrants, gentlemen. Of course, the issuance of distraint 
warrants and the increase in your collection problem is a concomitant 
of the broadening of the tax base. We all knew that it was coming 
and the question is, Has it gotten out of hand ¢ 


DELINQUENT TAXES AS OF DECEMBER 13, 1952 


As of December 31. 1952. the number of warrants outstanding and 
the amount of taxes involved had reached an alltime high. The num 
ber of warrants totaled a little over 1.200.000 and the taxes $833.775. 
000. I am sorry to have to tell you that that is growing. And, of 
course, you recognize that no well-run business can afford to let. its 
accounts receivable get out of hand. We are taking steps to correct 
this. At this point I might tell you of a criticism, largely by revenue 
agents who are of a grade beyond which they thought they should 
not handle clerical matters, and IT am also sorry to tell you that many 
of those criticisms were anonymous. Many of them have come to 
us through Members of Congress. 

I regret that there is such a situation in the Bureau where an em- 
ployee who thinks that the policy of the Bureau is wrong cannot fee] 
that he can sign his name to his complaint. Certainly, as far as I am 
concerned, anvbody who works for me can tell me he thinks | am 
wrong so long as he does it properly, and puts his name on it. It will 
not prejudice his position at all. 
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STEPS BEING TAKEN TO COLLECT BACK TAXES 


But let me just review briefly what we did there. This number of 
delinquent accounts has been growing so fast and rising to such enorm 
ous figures—nearly $1 billion—that the Bureau decided—I did not 
do this, this was decided by 1h predecessors ; they decided that the 
mart th Ing to do Was to leave the collection peop le ‘alone and let them 
vo on with the: r hogs He retofore they have used collection people . 
they drop ped t r collection work and jt umped into he ‘Iping the peo 
ple with the returns. This vear they decided that they would not do 
that, that they would let the collectio 1 peop le vo an let them try t O 
keep current, and so they brought in the field auditors and people of 
hat kind and put them on the job of helping taxpayers. 

Now, of course, that stopped the audits ne process. You cannot have 
our cake and eat it, too. You have got to give somewhere. But the 
Bureau figured that it was much less of a task to do it that way than 
to follow the previous procedure and that the ultimate result would 
pro ably be a net eain, because the better the people we put on the 
job of helping people make out their tax returns, the fewer number 
of tax returns we would have trouble with when we came to auditing. 
Phat, of course, is what the average person who criticizes does not see, 
except 1n the case of those Bureau employees who feel that they are 
too highly rated to be used on that kind of work. 

Of course, I do not have to tell you what I propose to do about that. 
Our people have got to understand, everybody from the top down, 
that the people in the Bureau are a team and regardless of any man’s 
rating, if there is some work to be done that is more important than 

is particular work, he is going to have to do that work, and he is 
going to have to - it cheerfully and | willingly. 1 do it myself and 
my assistants do it and I do not know of any reason why people in the 
field rR not do it. They are going to be told that and they are 
going to be given a reasonable opportunity to adjust themselves to it, 
beeause I think it is going to be established policy. IL have concurred 
n it because I believe it is a eood policy. 

We may cuss the people who preceded me all we want but there are 

tm ny people nm the world who are all wrong. They are bound to 

» right some of the time and I think on this, those people were right, 

tas right as they could be. 

Ve want to try to get this volume of delinquent taxes down just as 
fast as we can and we think ig are going to get it down. 

I will not go into the details, because I think it would be a mistake 
») take up your time w = it. You either believe that I am going to do 

and that I can do it, or you do not. That is the way the thing is. I 

ire you we are going to work on it very hard. 

The steps that we have taken to improve this situation—and this is 
the important thing from your point of view, I imagine—are not suf- 
ficient within themselves to bring us current. Therefore, the estimates 
before you call for an additional 689 revenue agents or collection offi- 
cers, with a clerical complement of 173. And I suggest to you that 
ratio there of 4 to 1 looks like a very efficient one. All of these people 
will be assigned to this phase of our enforcement effort. That is, to 
vet these delinquent taxes down and after the delinquency work is 


brought under control, these additional revenue agents will be gradu- 
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lly moved into the work of auditing tax returns. Again, I think, 
that is a logical step that will bring us eventually a better organiza- 
on, amore effective organization. 


AUDIT OF TAX RETURNS 


In the auditing of tax returns, we are confronted with this statement 
y the advisory group of the Joint Committee on Internal Revenue 
l'axation, in a statement that they made in 1948. They said this: 

The enforcement activities of the Bureau of Internal Revenue are now spread 

thinly over the entire field of Federal taxation that taxpayer compliance with 

he requirements of the code is deteriorating at a dangerous rate. 

Since that time, a lot of things have been done and great improve- 

ents have been made. The increased efficiency alone, however, in 
these improvements, is not volng to solve the problem. It is going to 
ike more manpower, 


CHANGE IN ORGANIZATION 


_s 


At the time of the advisory group’s finding, the overall program 
ining of the audit program and its execution were divided among 
number of separate administrative jurisdictions. There was no 
overall analysis of the entire job of allocating the available enforce- 
ment manpower. Neither was there any factually based and sup- 
ported concept of the content of the enforcement job in respect to the 
arious categories of returns. 

In fact, one of the most important and potent criticisms ever di- 
ected at the Bureau in this matter of divided administrative jurisdic 
on was made by the investigative staff of your committee in its report 
f February 3, 1948, and this is what they said: 

Organizationally, the Bureau of Internal Revenue is a decentralized agency, 
staggering under the weight of divided authority, where each unit functions as 
1 bureau within a bureau and where its relations with other units are on a 
ooperative basis rather than on a mandatory basis as is found in a centralized 
dministrative organization. 

I can tell you that steps have been taken in the reorganization of 

e Bureau to correct that situation; that we now have the thing lined 
p in some sensible form so that that divided responsibility does not 
xist and that matter of cooperation does not exist. We go now on a 
asis of the channel of authority extending from the top to the bottom, 

here the thing is under direct managerial control and we are able to 

get every function of the Bureau performing in its logical place and 
under direction that knows where it is going and how to get there. So 
! think you gentlemen can rely upon the present setup to produce 
vastly better results than we have had in the past. 

I might say that the core of this new program is the framework 
provided for selecting for examination each year the 2.5 million ind 
vidual income-tax returns. That is our estimated capacity to examine. 
They are most urgently in need of correction out of the 55 million 
returns filed annually. 


NEED FOR EXAMINING MORE RETURNS 


We know, for instance, that we ought to be examining at least 
71% times that number of returns in order to get the maximum 
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metal out of the ore. We know by statistical analysis, for instance, b 
categories of taxpayers—for instance, those with only children as de 
pendents, those with children and others, such as mothers and fathers 
and aunts and uncles. and so forth. those with business income an 
those in various levels of income—we know by analysis just about what 
we can expect to — in an examination oe returns. 

For instance, we know that in the case of people who claim ck 
pe ndents other than children, the error in that class is vastly great 
than the error in those cases where only children are claimed. Ther 
fore, knowing that, we naturally put greater emphasis upon the cate 
gory that claims grownups than we do upon those who claim only 
children. And so on. up through the various categories of taxpayers 
That is, the number of returns that we examine in each category is d 
termined by what the statistical analysis shows us to be the probability 
of finding errors. 

We would like to be examining, as I say, about 214 times as m: tn) 
ndividual returns as we are, because we think it would pay off 

reatly increased revenues: from $10 to S15 additional revenue for 
every dollar we spend. But obviously we cannot examine 214, times 
the number we are examining now without w aving money with which 
to do it. We have to have manpower to do it. 

In other words, we deal with people. There are the 54.000 peopl 
in the Bureau. We do not manufacture a thing in the world. We 

are processors. We deal with 155 million people and we have to work 
vith people in carrying out our job and in getting compliance with 
the laws that we have to enforce. And so when we talk about doing 
more work we necessarily talk in terms of more people to do it with. 
Of course, that does not mean that there are not opportunities to in 
crease the production per man and we are working on that, to in 
crease it as much as we can. But, as I pointed out a while ago, in 
creased efficiency or an increased number of units handled per man, 
is not going to give us the entire answer. It is not within the realm 
of human possibility to get it all in there. There is a great deal of 
detail there about how we do this job but I think I need not go into 
that, because I do not think it adds particularly to the record here this 
morning. 

(Discussion off the record.) 


PACKAGE AUDIT 


Mr. Anprews. By a process of elimination, we get down here to 
approximately 15 million returns that we are t: king about, and the 
new audit program further provides screening methods for selecting 
other income-tax returns filed by corporations, partnerships, and 
fiduciaries. Also, it clearly enunciates the new Bureau policy of ex- 
amining, wherever practicable, all Federal tax returns filed by a busi- 
ness taxpayer at the same time that the income-tax examination is 
being made. 

In other words, gentlemen, we are coming to a package audit. Our 
agents probably do not like it, will not like it, but they will be in- 
structed and shown how to do it, so that we get the whole job done at 
once, 
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To help implement this policy, provision is made to associate the 
elated payroll and excise-tax returns with all automatic form 1040 
jusiness returns and automatic corporation income-tax returns. 
And so, in appraising the new audit program, a number of items 
hould be noted : First, it more specifically directs the screening efforts 
)f examining agents to the 15 million more productive individual re- 
turns: second, it gives the examining agents more time for actual ex 
mination work because of the elimination of the need to screen 40 
nillion individual returns which formerly was required; and, third, 
t encourages a full-coverage examination at the same time of all 
classes of Federal taxes to which a taxpayer ts subject. 
It is within this general category of regular audit work that we can 
t xpand or contract our efforts depending entirely upon the nanpower 
ivailable to us. The number of returns in this group ts 15 million and 
resent indications are that we will audit some 2.500.000 of them. The 
ze and nature of these returns: are such that we could audit with 
profit at least another 5 million if we had the manpower. On the other 
hand, the number we estimate that we can audit with the funds re- 
juested will have to be reduced if the additional force requested for 
back tax collections work is not provided; or it will have to be reduced 
added manpower becomes necessary in some other pressing area 
In other words, this is the only area in which major adjustments of 
r forces can be made as a result of substantial budget changes or as 


sult of large unforeseen contingencies. 


FRAUD INVESTIGATIONS 











That brings us then to fraud investigations, the third facet of our 
entorcement program, to which I referred at the outset of the dis- 
cussion. During the 1952 fiscal year 598 individuals were convicted 
of tax evasion, and 243 of those were classified as racketee rs. Addi 
tional taxes and penalties asserted in these cases total $250 million of 
which $56 million pertain to the racketeer class of tax evader. Fines 
levied in the court cases total $2,900,000 and prison sentences amounted 
to 567 years. 

I would like to make a statement here off the record, if I] may. 

(Statement off the record. ) 

I would like to point out to you gentlemen that fraud investigations 
originate in many ways: First, they come by referral from revenue 
and collection agents who discover indications of fraud during their 
examination of a taxpayer's affairs; investigation leads from inform 
ints; reports from banks, other Government agencies, and local law: 
enforcement officers; newspaper items and personal observations of 
agents and analysis of suspected fields of evasion. 

Approximately 1,100 special agents, plus about 300 officers from 
other divisions temporarily detailed as special agents have been as- 
sloned to tax oe investigations. During the fiscal year 1952 their 
cases resulted in assertions of ade litional tax and penalties amounting 
to S169.000 i agent. So you can see that that is a pretty profitable 
effort and yet [ am not sure tha at we are finding all the money that 
these people have got stashed away. But the racketeer program of 
the Bureau has been effective in the Government’s overall program for 
taking action against organized crime and its leaders. I should say 
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to you gentlemen that these cases are difficult, even hazardous and 
often very time-consuming. 

(Statement off the record.) 

The racket squads in the various field divisions include special 
agents, examining officers, and collection officers with an approximat: 
average strength during the past 2 years of 1,750 people. During a: 
18-month period ending December 31, 1952, the work of these squads 
resulted in the assertion of additional tax and penalties amounting 
to $153,800,000 and recommended prosecution of 671 violators. 

In addition to the tax-fraud work discussed above, which is almost 
wholly income-tax frauds, there is the problem of enforcement of the 
wagering-tax law pertaining to bookmaking, lotteries, numbers, et 
cetera. And for the 13-month period ending December 31, 1952, fraud 
cases made under this law resulted in recommending prosecution of 
833 violators and the assertion of additional tax and penalties amount- 
ing to SLOSOO.O00. 

The criminal aspect of tax enforcement is an essential part of the 
tax administration system. Its effectiveness is in direct proportior 
to the number of well selected, properly trained, and well led special! 
agents assigned to such duties. The Bureau proposes to give this 
part of its program due and proper attention, considering the total 
needs of a well-balanced tax enforcement system and the total funds 
available for tax administration. 


REGULATORY SUPERVISION 


The fourth situation that we have is regulatory supervision, which 
applies principally to the aleohol and tobacco taxes. Of course, we 
have had a bad situation in the Alcohol Tax Unit. You know that. ] 
have done little with that because I have felt we ought to let the in 
vestigating committees of the Congress exhaust their efforts and then, 
when they have done so, we can make the proper disposition of the 
problems of the Alcohol Tax Unit. 

The tobacco tax does not provide us with any particular problem. 
We do not have to worry particularly about that. And so I think 
would just say to you that in the case of the tobacco tax, we are now in 
the process of completely decentralizing the work from headquarters 
to the field offices so as to get a more effective administration. 


APPELLATE SERVICE 


Gentlemen, on the appellate service, I have already told you what 
our objectives are with respect to that. I think, however, I should say 
that the present policy as far as appellate service is concerned is 
aimed at bringing the appellate work more nearly current. I think 
we are going to be able to do it and among the steps that are being 
taken to this end are the following: (1) Additional emer has 
been assigned to the appellate work for the fiscal year 1953; (2) the 
establishment of the informal conference procedure in the acsooee 
audit divisions which is designed to reduce the volume of cases going 
to the appellate divisions; and (3) plans to eliminate much of the 
offer-in-compromise work from the appellate staff; plus the fact that 
we, of course, are trying to infuse a new spirit of dealing with the 
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taxpayers, based upon the theory of accepting responsibility and 
saving the coverage to discharge it. 

In considering the Bureau’s objectives of making reasonably prompt 
determinations which reflect proper settlements, two basic factors 
nvolved in the appellate work must be kept in mind. First, the 
quantity and quality of appeal cases can be controlled to a degree 
only, for any taxpayer involved in a controversy with a director can 

ve the issue referred to the appellate staff merely by filing a protest 
requesting such transfer. Secondly, a tax case cannot be disposed of 
unilaterally; it can be disposed of finally only by (a) agreement 
between the taxpayer and the secant (6) trial before and de- 
cision by the Tax Court or other court, or (c) default or other abandon 
ment of the right to carry the controversy further. The present situa- 
tion is also complicated by the fact that the appellate st: aff’s inventor y 
of cases prior to the reorganization was too large for efficient opera- 
tion, and further by the fact that the appellate divisions are presently 
engaged in the task of absorbing the functions and training the per- 
sonnel of the former agents’ conference sections. 

It is our purpose to do everything possible to see that this important 
phase of our operations is stepped up during 1954 so that the many 
undesirable consequences of a lag in this work may be eliminated. 


BUSINESS MANAGEMENT ACTIVITIES 


This brings us now to, let us say, the housekeeping aspects, the 
business management end of our setup. I have told you something 
about that and I would just like to say that I note from the record 
much previous activity in this field, among which is a report by staff 


investigators of your committee which I am told contributed many 
valuable ideas and suggestions. We welcome the visits of your present 
staff and are confident that they also will be productive of much good. 

In addition I have noted the report of the advisory group of the 
joint committee which was authorized by the 80th Congress; reports 
of the management engineers which were paid for out of funds au- 
thorized by your committee; and reports of the so-called Wiggins 
committee. 

We have told our people, however, do not let us point to the record 
of what has been done, but let us take it from here and see how much 
more we can do. That is the philosophy which underlies the present 
management of the Bureau. 

So I think now that we have covered the situation pretty thoroughly. 
I have talked to you about our research and planning. We have a 
program that we call planning ahead. I had hoped that we might 
explain this program some, but I am not sure that there is time. 
However, I would like you to know that there is such a program. I 
believe the doctor has a copy of it with him. It shows you what we 
are trying to do there. In other words, we are trying to get this 
thing on a tangible basis. 

Outside of these specific projects, I should like to emphasize other 
areas of activity calculated to make us more businesslike. 

These include increased training; more careful selection of super- 
visory personnel—and I want to come back to that training before I 
finish—further decentralization of work and authority; more inten- 
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sive operational audits; tighter liaison between headquarters and field 
officials; and through more effective leadership restore morale of 
internal revenue employe 

I want to go back to that training for just a minute. I told you a 
while ago that I put a pretty high priority on our research and pl: ul 
ning. I told you why I think that is necessary. I think on the sany 
level with that in importance, though not necessarily administratively 
on the same level, Iam planning to put planning and research at the 
Assistant Commissioner's level so as to make it comparable to opera 
tions, and so forth. 


IN-SERVICE TRAINING 


since we are ce ling with 54,000 people, the most important thing 
we can do with those people is to give them the best possible in-service 
training for their jobs. We cannot afford just to hire people and turn 
them loose and hope that they are going to learn by precept Ang eX 
ample. On the contrary, we fee] that it is just as important, again, 
for us as it is for General Motors or Du Pont or any of the Tey col 
porations or the great banks, when we get people in, to put then 
through a p rocess of training that is ne to en: ible them to ee. 
stand the job, to understand the ide: i ‘of the Bureau, so that they 
vill be proud of their jobs and that they will do them efficiently. 

We intend, therefore, to put greater emphasis in the future upon the 
In-service training program so as to bring our people along as fast as 
we Can. 

Now, of course, no organization can consist entirely of generals. 
I regret to say that there are areas in the Bureau, I am afraid espe- 
cially in the field, where we have got Mexican armies. We are going 
to have to correct that. But my feeling about the Internal Revenue 
Bureau is that it is a vital part of the business operations of the Gov 
ernment and it ought to be run that way; that if we find a man or a 
woman of unsual ability who can carry increased a we 
ought to give them to that man or woman. In other words, I am a 
believer in accelerated promotions. 

| would not hesitate for a minute to take a grade 5 and make him. a 
grade 18 if I thought he could carry the load. But I cannot do it 
under civil service. If it is not in the book, it does not suit them. 

I had an opportunity the other day to get one of the most promising 
young executives in America, in my opinion. But I could not qualify 
him for a job without going through the civil service. They had six 
pages of qualifications that did not exactly fit his experience. Since 
then he has been hired and paid $40,000 a year. I had to lose him 
and naturally Iam not happy about it. But I feel that we ought to 
emphasize as far as we can the merits of our own people and when we 
find outstanding accomplishment we ought to reward it and reward 
it promptly. 

I believe, gentlemen, that covers the presentation that I have. There 
are some exhibits that are attached to my statement, which I believe 
you already have. If there is anything else I can tell you, I will be 
elad to do it. 

Mr. Canrieip. Mr. Commissioner, it is our plan at this time to 
adjourn until 11 o'clock Monday morning when the committee would 
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ke to indulge in interrogatories. We hope at that mn that yo 
1] have present some of yout staff who will > abl oO picture to us 
new structural organization of Bureau an ts functioning 
ereunder. 
Mr. Anprews. They are right here and they will be back 
Mr. CANFIELD Before we : wwever, \ nt to make a state 
ent In comp! ment to the new leaders! f the Bureau, I want 
av. as one who has served on this committee for some % 
vour statement today, Mi ommissioner, he finest 
ird presented to the Littee by ‘ommMIss1on 
rnal Reve) 
so well your } phy, 9 
ation to do ‘} bette? }¢ Ly for the taxpayers of the U 
te We are gome to cooperate with > n that endeavor. 
Mr. AnNprREws. Th < you very much, Mr. Chairman. 
Mr. Gary. Let me say tl concur in the chairman’s appraisal 


r your presentation and I as re | iat you will have the coopera- 


on of the mii ! ty membe ot itte »as wellas the maton 
Mr. Anprews. Thank you | 
for my own people, though, that I am sure you understand I have 


Loreal deal of heh mn thre pre pal ition of this Statement and | do 


) ] _— . ] 13] 
vrentiemen. | Would ike 


it want to claim all the credit for it 
Mr. SreMINSKI. With a ventlem in like the present Commissioner. 
the Bureau will do an efficient job, Iam sure. 


Monpay, Marcn 30, 1953. 
BACKGROUND OF T. COLEMAN ANDREWS 


Mr. CANFIELD. The committee will please be in order. Commis 
sioner, the committee heard Secretary Humphrey pay you high 
ompliment when he appeared before us several days ago. We have 
heard, of course, of your contributions to Government, through your 
own Congressman, Mr. Gary, the former chairman of this committee. 
But, for the purposes of the record, we would like very much a 
more extensive statement. Will you be good enough at this time to 
tell us something of your background ? 

Mr. Anprews. Mr. Chairman and gentlemen, I cannot claim very 
much in the way of education; that is, formal education which is, I 
suppose, where we begin, outside of saying that I have been working, 
it seems to me, all my life. I celebrate my 50th year on Main Street 
in Richmond in 7 more years and I am now 54 years old. 

My distinguished friend, Brother Gary from Richmond, claims me 
as an alumnus of his university, which is very flattering to me, but the 
fact is that I was never there except for a little over 2 months in 
World War I as a member of the Student Army Training Corps. Out- 
side of that, my education has been entirely at the elementary and 
secondary level. 

I have been in the accounting business for 37 years. I had occasional 
employment in it on leaves of absence from other employment be- 
tween June 30, 1916, and December 10, 1918, when I went into it on 
a full-time basis. 
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In 1922, I organized my own firm and I was continuously in that uy 
to the time I came here on the 4th of February, except for the follow. 
ing leaves: 

From February 1, 1931, to April 30, 1933, I was auditor of public 
accounts of Virginia, a job that I took at the request of the Common 
wealth’s then Gov. Garland Pollock, for the purpose of reorgan- 
izing the office of the auditor of public accounts of Virginia and put- 
ting the fiscal aspects of county administration in the Commonwealth 
on an up-to date basis 

I left that office on April 30, 1933, because I felt that I had dong 
all I had agreed to do when I went in there, and went back to my 
business. 

Again on the Ist of July, 1938, I accepted the office of comptroller 
and director of finance in the city of Richmond. I stayed in that one 
term until June 30, 1940. That, too, was a job that I took by invita 
tion of the city council in this case, for the purpose of reorganizing 
the department of finance which included, I might say, not only the 
direct financial aspects of the city’s government, but also the manage- 
ment of all tax collections and license collections, the management 
of the sinking fund and the management of the business offices of the 
gas and water departments. 

That, too, was a reorganization job involving installing modern 
methods of management in the various units of the Department of 
Finance 

Shortly after that, I went with the War Department as a member 
of the staff of the Biscal Division. That was after World War II 
had begun. There I aretes myself primarily to unfreezing pro- 
duction bottlenecks ads etting war production going. I stayed there 
until that Division was cailit arized and then went over to the Office 
of Contract Renegotiation in the Navy Department, where I was con- 
cerned primarily with contract renegotiation. 

I might say that among the cases that I handled was that of the 
Newport Shipbuilding & Drydock Co. That was the last one that I 
handled. Then that was militarized and I joined the Marine Corps. 

My first year of duty in the Marine Corps was spent in north 
Africa. I was a member of the North Africa Economic Board, with 
special staff activity in the north Africa headquarters under General 
Eisenhower. That employment was at the request of the State De 
partment and, of course, with the approval of the Secretary of the 
Navy and the Marine Corps. 

I came back from there and the rest of my time in the Marine 
Corps, until the middle of 1945, was all military. I came back about 
June 1945, at the request of the Comptroller General to organize the 
Corporation Audits Division of the General Accounting Office under 
the Byrd-Butler bill, or the Corporation Control Act. I stayed there 
until the end of September 1947. You understand, of course, that 
there we were dealing with one-hundred-odd corporations, including 
RFC, FDIC, TVA, Commodity Credit Corporation, the fifty-odd cor- 
porations of the Farm Security Administration, the Panama Canal 
Canal Company, then the Panama Railroad Company, and others. 

Shortly after terminating that work, I was asked by the Hoover 
Commission to take part in the work of one of the task forces, the 
one that was headed up by Mr. John W. Hanes, former Under Secre- 
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uy of the ‘Treasury I believe. My particular function was to deal 

th the accounting and the audit functions of Government. ‘Then, 
ifter that, I stayed out of everything except my practice until I came 

ere. 

In the meantime, I organized a firm of actuaries, which has 

nsive practice particularly in the eastern part of the | 
States and just before I came here I had organized a managem 
gineering firm which had just gotten under way when I came he 

I might say that when I accepted the office of Commissioner of 
ternal Re venue I re sioned from all three of thos se firm S. 

I believe that about covers my experie es per! haps to say Lat 
I have served as president of the America : Institute of Accountants 
ind on many of their committees, from hen to time and that while | 
have been basically an accountant, I have since 1925 personally special- 
zed in organization and management matters. 

I ec etinaa pretty generally covers my pee. 

Mr. Canrievp. That is very impressive, Mr. Commissioner. Com 
missioner, it is our understanding that you are fe first certified public 
accountant to head the Bureau of internal Re venue: is that not true? 

Mr. Anprews. I think that is correct, 


INCREASE REQUESTED FOR FISCAL YEAR 1954 


Mr. Canrie_p. Commissioner, you are asking for an appropriation 
for the Bureau of $272,500,000 for the new fiscal year, 1954, which 
s a net increase of $2,500,000 over the funds given in you in the 1953 
ippropriation. It is our understanding that this is to provide for 
paying 862 additional personnel, to augment the present force of 5,400 


engaged in the collection of delinquent tax accounts, which now 
mount to approximately $700 million for which warrants have been 
issued. 

Mr. Anprews. About $833 million now. 

Mr. Canrievp. The figure is now $833 million ? 

Mr. Anprews. Yes, sir. 

Mr. Canrtevp. This increase will consume the following savings 
ind reductions: Savings in 1954, due to the adoption of a package 
system of mailing income-tax forms, $360,000; reductions due to non- 
recurring expenditures for electric posting machines, $495,000; re- 
ductions due to discontinuance of Bureau reimbursement to the GSA 
for Bureau field office rentals in the amount of $1,220,000. That 
makes total reductions of $2,075,000. 

In a sense, then, is not the actual increase you are requesting for the 
fiscal year 1954 $4,575,000? In other words, you are plowing back 
into the work of the organization the savings and reduction you have 
made ? , 

Mr. Anprews. I think that could be said to be right; yes, sir. 1 
might reiterate something that I said in connection with my initial 
statement that, of course, we have just begun this administration. 
[ have no doubt that there are many things, gentlemen, that we can do 
to improve our efficiency and when we do that we are naturally going 
to save money. Some of that money might be reflected perhaps not 
in savings of expenditure, but an increase in collections and to the 
extent of the savings and expenditures, we think that we could pay : 
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very handsome dividend if we could use those savings to increase ou 
facilities for doing our ob. 

As you remember, I pointed out to you that we are examining about 
2.500.000 returns, whereas we think we could get pretty handsonx 
lividends if we could increase that to about 9 million, or nearly t tiny 


that number. 


PROPOSED ELIMINATION OF CERTAIN TAX RETURNS 


. CANFIELD, Commissioner, you tell us in your presentation that 
| plan to meet waste in filing processes first, through further sir 
ication of forms and instructions, and then secondly, by actu 

ination of the need to file returns by those whose tax is fully 

withheld. 

Mr. Anprews. That is in the case of those persons who have on] 

come from salaries and wages and take the standard deduction 
We th nk that there are between 35 and 40 million tax returns that 
we might be able to eliminate by using existing reports: not only thx 
orts to us but also the reports to the Social Security Agency, 
MAUSIS fol oflice aussessinent and calculation ot refunds without the 
necessity of the taxpayer appearing at all. 

I might point out to you that there are some people who think that 

not such a good idea. because it further removes the taxpayer fron 
the awareness of how much he is paying in taxes. TI do not think 
that is our problem. I think our problem is to do the job as cheaply 

we can. Just how we will make the taxpayer aware of what it 

costing him to support the Government is something else again. 
I know I can do that personally, but ] do not think that is my jol 
officially. 

Dr. Atkeson has a suggestion, and may add some light to this 
particular subje« 

Dr. Arxrson. Mr. Chairman, I would like to indicate in connection 
with that particular idea that was being discussed, that it is not 
thought possible that there would be any way of working it out to 
have anv effect on the 1954 appropriations, because that is something, 
in the first place, that requires legislation which is indeterminable 
from the standpoint of the future: and also, it would have to be at 
least 1 or 2 vears in advance—that is, the development would have 
to be 1 or 2 years in advance before it was effective. So it is not going 
to be anything that could possibly be applied to the 1954 fiscal year. 


rey} 
| 


NEW MEN IN THE ORGANIZATION 


Mr. Canrretp. Mr. Commissioner, I believe you told us last week 
that the new reorganization setup is being scrutinized by men wholly 
new to the Bureau ? 

Mr. Anprews. Yes, sir. I think I should tell you something about 
those men, because one of them has recently been made Deputy Com- 
missioner and you will get a chance to see him as soon as we have an 
opportunity to get him over here. He would have been here, in fact, 
in the beginning, but T believe it is a rule of the committee that only 
five from the Bureau are permitted before the committee at one time. 
The rest of us felt that we had to be here and so I did not ask him to 
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ie and stand by. His name is O. Gordon Delk, Jr. He is a mar 
io has spent his entire life in the (government, it] of it with the 
(yeneral Accounting ¢ lice, I believe 
[ had him with me in North Africa as one of my assistants and 
hen I was director of the Corporation Audits Division of the Gen- 
al Accounting Office I had him there as one of my assistant directors. 
[ regard him as a man of great talent. He is 41 years old, and I think 
s total service in the Government up to now is about 22 years. He 
une here pretty young and I have found him to be an unusually 
ible person. 
The other man to whom I allude is Harrell Vance. He also has 
id a long service with the Government on the administrative side. 
Those are the two men who are directing their attention primarily 
to a study of the reorganization setup, to see whether there are any 
igs in it and what we ought to do about it; whether we should con 
traet it or expand it or leave it alone or just what we should do. 


PROBLEMS RESULTING FROM REORGANIZATION 


We know that we have got some problems; there is not any doubt in 
the world about that. It would be quite remarkable if a reorganiza- 
tion as extensive as that, of an establishment as big as the Internal 
Revenue, had been accomplished without any bugs developing. So 
when I say there are bugs in it, I do not mean necessarily to criticize 
my predecessors. 

I think we can get those problems worked out. Just what we will 
do, I do not know, because we have not got them out yet. We do not 
know all the facts. 

We have made some minor changes to relieve situations where, in 
particular areas, Members of Congress and others have been upset 
by existing conditions; such as, for instance, in one district where 
there was a first-class fight developing between two cities in the same 
district, as to where the district commissioner’s office should be located. 
We, of course, resolved that question. 

There is another situation somewhat similar, where there is a dis- 
agreement that has developed as to where a director’s office should be 
located. We have solved that. So far we have been able to do these 
things, make these changes, without any unhappy results on either 
side. 

I do not know how that has been accomplished or how we succeeded 
n doing it, but both of those have gone over with satisfaction to every- 
body on both sides. There may be some personnel matters, too, that 
we will have to deal with as special problems before we get into the 
whole question of reorganization. 

We feel that those specific changes are necessary from time to time 
in order to preserve the morale of the Bureau people, in order to satisfy 
the public and in order to satisfy, also, Members of Congress who, 
after all, touch these things pretty closely in their own districts and 
who have some pretty good ideas of what ought to be done with some 
of them. 


Mr. Canrietp. Commissioner, does this new review, among other 
things, look to the mechanics employed in making these new ap- 
pointments and reviewing the personnel named to these offices ? 
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Mr. Anprews. Very definitely. We are not at all satisfied that wi 
have managers in managers jobs in every case. Like every organiza 
ion, we have some men who are pretty good. In others, we have me) 
was e Ser ater is largely technical and they are holding dow 
administrative jobs for which they themselves do not feel they are 
well qualified. A couple of them even admitted that voluntarily, and 
apparently would like to get back to hoeing their kind of garden, the 
kind they have been hoeing before. They are in sort of strange ground 
olt now. 
I think we can solve these problems and get this organization on a 
hard-hitting basis. 
We are meeting this morning; I guess the first meeting of the dis 
ict commissioners is already convened, with the chief inspectors fron 
the districts and also with the district counsel. They have come in 
Those men and we are meeting together for the first time, so that we 
may give them our concepts of management, a also hear what they 
have to say and work out organizational and management problems 
nk that the main theme of this current meeting is going to be that 
lese salthe men must realize that, as you might say, they are branch 
managers for the corporation. They are in the field. We look to them 
to initiate action in the form of te ling us what their problems are and 
vhat they think ought to be done about them. We have gotten, I am 
sorry to say, a very small number of such suggestions up to now. I 
do not think that the bulk of these men fully realize what adminis- 
trative responsibilities they have. They will know before they leave 
this week, tho ieh. 
Then we will ee that with a series of meetings, probably a series 
of meetings of the directors of internal revenue from the 64 cities 
vhout the San. 
You understand that each commissioner will have two or more 
irectors under him in his district. We did not bring them all in here 
the same time because we did not think we could deal with the sit 
| satisfactorily with that large a group. There was some ques 
1 my min | whether we should have brought the district commis 
in without bringing the directors, but I think we can solve that 
blem. 
‘e will probably hold regional meetings of these directors and prob 
split them up into ete { groups, so that we will only be deali Ing 
at atime. And we will hold those meetings pretty close 
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that it was best to bring them here to Washington. 

we propose to meet them shortly and discuss the 

e are going to discuss with the district commissioners, 

all understand what we are shooting at and what we ex- 

That will give us a chance to get to know these men 

er than we know them now. I think then we can probably find out 

leal about their qualifications, at least get a lot of general in- 

ion from their reactions to the discussions and the manner in 
they p: irticipate, and so forth. 


PUBLIC RELATIONS 


Mr. Canrretp. Commissioner, you have emphasized in your pres- 
entation to date the importance of public relations in the Bureau of 
Internal Revenue, and we know that you mean to improve them. 





—o- 


O54 


I have a letter here that I would like toread. Iam reading it only 
because it comes from a member of the House Committee on Ways and 
Me ans, Which committee has jurisdic tion of revenue legislation. The 
following are a few of the pertinent paragraphs: 

You are acquainted with the fact that during the last session of Congress a 
reorganization of the Internal Revenue Bureau was approved. As part of this 
eorganization the Office of Collector and the various collection districts were 
bolished and replaced with district offices in charge of a district director. There 
ire, I believe, 15 districts at the present time. 

As part of the changeover and the appointment of directors in charge of the 
irious district offices, the Treasury Department arranged fot ol elal t 
installation ceremonies. 

Since the Treasury Department and the Internal Revenue Bureau are always 
complaining about the amount of money Congress appropriates for their opera 
tion, it might be well to check into the matter of the cost of these installation 


ceremonies. I have reason to believe that the cost incurred for these “shows’ 
yas considerable. I also have reason to believe that only a relatively small 
umber of the large corps transported actually participated in the ceremonies 
the others were out on pleasure and sightseeing junkets. 

I assume that if complaints are received, they will be reviewed by the 
Bureau / 

Mr. Anprews. Frankly, Mr. Chairman, that is the first I have heard 
of that; and my first reaction to that sort of thing would be that to 

pend money that way would be wrong. Ido not know how much wa 
spent on it and I do not know to what extent these alleged ceremonies 
actually took place. But I would see no particular reason why they 
hould have been held and. moreover, I certainly would not necessa1 ily 
regard that as a necessary public-relations activity. 

I look upon this public-relations matter with a good deal of aver 

ion. I came into the Bureau with a very strong prejudice against 
public relations in Government departments knowing, as I did, that an 
iwiful lot of money 1s spent by the departments of the Government in 
that way. 

I was rather agreeably surprised to find that in our public-relations 
setup in Washington there are only two people. They do not even have 
a secretary. Their activities were devoted to making contacts, or 
rather receiving inquiries from the press as to whether this decision 
or this regulation or the other was going to be announced and when 
and how, and attending to those routine things which had to do not 
with propagandizing the Bureau, but rather with handling those nec 
essary relations that pertain to any business the size of this one. 

My instructions to the public-relations people are that never, under 
any circumstances, are their services and their talents to be used to 
justify any extension of the growth of the Bureau. 

I am strongly opposed to that. I think most of you know that I 
made a speech here on the 19th of March at a dinner that was held 
in my honor, by the American Institute of Accountants. I have had 
many suggestions, even an informal one from the Secretary of 
Treasury, that I ought to do more of that sort of thing, because it was 
felt that that was the right way to acquaint the people with how the 
Bureau is operated and what its policies are. 

I might say that I made a similar speech in Lynchburg, Va., last 
Friday, at the annual meeting of the Lynchburg Chamber of Com 
merce; and certainly, not because of me personally, but rather because 
of the prestige of the Bureau, the capacity of the hall was quickly used 
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up and they could have had twice as many people if there had be: 
the room. 

I found that the people there were extremely interested in what t] 
Bureau is trying to do in order to operate and collect the taxes at t] 
least possible cost, and in the policies that we propose to follow 
doing so. 

Now, whether or not it is a good thing, or would be a good thing for 
me to get out and do the same sort of thing in other parts of the cow 
try I do not know. I would not want to say “Yes,” because it would 
sound as though I were looking for a job in addition to the one that 
I have now. 

Moreover, I might mention the fact that when anybody sets out fro. 
my Bureau to swing around the country, to acquaint the people wit! 
how the Bureau is organized and operates, that usually the hotel room 
alone costs more than the daily allowance that we get, so that it 
would cost me an awful lot of money to do this. On the other hi and, 
if the Treasury Department and you gentlemen think it is a good 
thing, I am perfectly willing to do it. 

Mr. Canrietp. Mr. Commissioner, I have heard Mr. Gary: com- 
ment very favorably on your Washington address which, I believe, wa 
before a group of accountants ? 

Mr. Anprews. And Congressmen and others—lawyers. 

Mr. Canrrecp. And I think, personally, that_very good publicity 
flowed therefrom. I read accounts of it in the Washington and New 
York metropolitan papers, and they were very, very good. 

Mr. Anprews. The press was very favorable, I will say that. And 
if I may add this: Of course, at some time or other I have to see what 
my plant looks like. I know that we have got some horrible situations, 
and I use that word advisedly. We have some very bad situations as 
far as housing is concerned. Mr. Gary knows the condition we have 

Richmond, with the Burean scattered all over the city. And that 
is not the only place. 

I feel that I should get out into the field at some time or other to 
meet our people on the ground, to see what their working conditions 
are so that I can visualize, when something comes up with regard to a 
particular city, just what the setup is, who is there, and what they 
have to contend with in doing their job. 

Of course, it is our problem then to combine that with opportunities 
to meet the public and tell them what we are doing and how we are 
trying to do it. So I would not be for this just to go out on a speak- 
ing junket. I could very well justify it on the cround that it is a 
part of my administrative and managerial responsibility. 

On the other hand, I am conscious of the fact that there are always 
some people who are apt to say, “Well, Andrews is just looking for an 
opportunity to get a nice trip at the expense of the Government.” 
Frankly, I would just as soon stay in Washington. But I do feel that 
I would not do my job properly if I did not get out. 


DISTRIBUTION OF TAX FORMS AND INSTRUCTIONS 
Mr. Vursett. Mr. Chairman, I do not know if this is the point to 


raise this question, but if you can spare me a minute or two, I would 
like to raise it now. 
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Here is an example of something that was mailed out, 18 million 
pieces of it. These are the income-tax forms for 1952, and instrue 
tions. I thought perhaps I ought to raise the question because, as I 
inderstand it, it cost $927,500 to print them, and counting 1 cent for 
mailing would add $450,000, so that the total cost for mailing out this 
nformation would be something like $1,400,000. 

There are a great many organizations who have tax counseling serv- 
ice for their employees, and I was wondering whether or not some 
changes could be made in order to effect some economy in distributing 
{8 million of these pamphlets. I thought that there could be some 
further economy in the distribution of this. 

Some time ago you were talking about saving a little money and 
putting on more employees. That is why I raise the question, because 
we might be able to save a million dollars here or half a million dol 
lars, which would give you the opportunity to employ more people ta 
collect more taxes that are due. 

It would seem to me that nearly everyone who wants to pay his 
taxes would know pretty well where to go to get a tax form, and 
would know how to make out the return. 

This was brought to my attention in a well-written letter from one 
of my constituents out in my district, in which he says that these are 
not used to a very great extent. Your records might disclose whether 
or not you get suflicient response to indicate that it would be desirable 
to mail out this 12- or 14-page pamphlet to so many people. It does 
require considerable effort, considerable labor, in addition to the ex- 
pense that I have mentioned, to get this matter up, to execute this form 
and inform the public about it by mail. 

I had a letter from another person saying that they furnish some 
2,800 people with tax counseling service. I do not know whether this 
has been called to your attention or not, but I was wondering whethe 
some economy could not be effected, at the same time giving the people 
the service they are entitled to. I know you are quite familar with 
this. 

Mr. Anprews. Yes, sil 

Mr. Vursein. | just wanted to raise the question to see whether 
vou had looked into it. 

Mr. Anprews. I would like to say at this point with regard to that, 
we have had letters of that kind and they are the natural reaction of 
people who do not know the whole problem. 

For instance, quite frequently, the suggestion is made that we ought 
to use some selective method of sending these things out. I do not 
think that those who make that sug@gestion realize what a terrific ex 
pense is involved in determining to whom we ought to send them, and 
to maintain separate mailing lists which are subject to such a tremen- 
dous amount of turnovers and changes during the current year. 

If we did not follow a plan of this kind we would find ourselves up 
iwainst an expense several times what it is costing us. 

I would like to point out, among the plans we now have is one which 
contemplates I beheve next _ to have the postman put one 1h 
everybody's mailbox in Americ That will answer a good many of 
these problems and will avoid a aot deal of duplication. 

Generally, there is no denying the fact that we have got to make 
available widely and broadly the best instruction that we can conceive 
of for the preparation of tax returns. 

31734—53 41 
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We cannot assume that because a few industries provide tax cou 
seling—and there are relatively few who do that—that there is tax 
counseling provided in most industries, because that just simply is not 
true. 

If we eliminated this distribution, on the basis of those complaints, 
we would find a terrific how] set up that we are asking people to pay 
what is, gentlemen, you must remember, even in the simplest form, a 
complicated tax to those who have to file returns: and there are 55 
million of them. I think we would find ourselves in a far worse situs 
1ion than we are now. 

Personally, I think that particular pamphlet is particularly well 
done. We have been complimented on it far more than we have been 
criticised for it. I have come to regard it as one of the really out 
standing accomplishments of the Bureau. 

Now, in its distribution, we might possib ly be going too far. I think 
our plan for next year meets that criticism very largely and then we 
will not be accused of doubling up as much as we have in the past 
But we must remember that when we get into a thing of this kind, you 
always go overboard in the beginning and oftentimes understandably 
so, in order to be sure that everybody is covered. 

Our problem, as I expl: vined in my opening statement—and I think 
we are working intelligently tow: ard that objective that the problem 
presents—is to get as many people familiar with how to make out 
the tax return as we possibly ean: because in so doing we lessen our 
audit problem and thereby reduce that which costs us real money. 

This matter here is relatively a small part of our cost. Our big 
cost is in the checking that we have to do. I explained our high-school] 
program the other day which I think is going to pay off terrifically 
in dividends. That, and other things, I think will finally bring us 
down to a minimum of effort in that direction. 

Mr. Canrreirp. Commissioner, my examination of your opening 
statement is about over. I think IT ought to identify for the record 
the member of the House Ways and Means Committee who wrote 
me that letter regarding director installation ceremonies. It is Rep- 
resentative John W. Byrnes, of Wisconsin, who is also serving on the 
Kean subcommittee now investigating certain situations in the Burean. 


BURI \U’S ATTITUDE TOWARD THE SO-CALLED SMALL CASE 


I have two other questions before I close. One is this. You re- 
ferred to the Bureau’s attitude toward the so-called small case, in 
mir earlier presentation. I have in my hand a copy of the Legisla- 
‘ Daily of Monday, January 26, 1953, referring to your examina- 
ion before the Senate Finance Committee prior to your confirma- 
on. One brief paragraph states: 
ws l under questioning that the Internal Revenue Bureau harasses 
‘ with small claims—which he called an intolerable practice and 
omised to en 
You did make a statement to that effe 
Mr. Anprews. Yes, sir, I did. 
Mr. Canrretp. Because this situation has concerned the members 
of this committee over a long period of time. 
Mr. Anprews. May I say just a word on that? Of course, the law 
is pretty specific as to what the duties of the Bureau and the Com 
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\issioner are to get the tax money, and it does not leave the degree 
of discretion that you often find in the administration of tax laws in 
the States and the cities, and I think wisely so. 

So the great problem presented to us there is just where shall we 
draw the line? I think it is utterly ridiculous, for instance, to 
spend a of lot time on matters that are going to cost you more to dis 
pose of than you are going to get out of them. We know, as a matter 
of fact, that many of the refund checks cost a lot more to get out 

an the amount of the refund. We are working on that. We think 
we have the answer to it, at least the beginning of the answer. 

I think when you get down to bothering a taxpayer for $5 or $10 
over some moot question, or even if it is not moot, and a revenue agent 
spends a lot of time arguing with the taxpayer over it, we are just 
wasting time. 

Let us not forget, gentlemen, that the average revenue agent gets 
let us take a median here, a grade 9; he gets $5,060 a year. If you 
give him 250 working days a year, vou can see that he is getting about 
s2U a day. Now, if you are going to spend S20 trying to get back 
$10, you are just kidding yourself. 

We have to make the decision, though, considering what the law 

iys about what we shall do, as to where we can draw the line on 
what 1s profitable and what is not, so that we are sure we do not 
get criticism for not doing our duty and getting the money in. ‘Those 
are areas that we are greatly concerned about and in which we are 
trving to do something. 


CRIMINAL PENALTIES IN TAX CASES 


Mr. Canrietp. The last question, Mr. Commissioner, is this. Jail 
sentences for fraud in the matter of filing of income-tax returns or 
failure to file income-tax returns is the subject of my inquiry. Would 
you comment on your feeling toward the sentences that are being 
given such offenders by the courts of the land at this time? 

Mr. Anprews. You mean, my reaction to these sentences in relation 
to the crime? 

Mr. CANFIELD. Yes. 

Mr. Anprews. If I expressed myself with utter frankness as to how 
[ feel about that, I expect I would pretty soon be in a first-class roy 
with the judiciary. But I can say this. I have talked to some of the 
judges. I had an opportunity to do that since I was here Friday. 1 
talked with one judge who himself said to me that he was very mu 


~ / nt thes low entences ¢ \¢ to people wno undertak 
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to cheat the Government out of taxes; and when I say the Govern 
} 
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leatins \ Dor else in the United Stat 


meal the ur’ 
ause, after ill, to the extent to which one man cheat 
man pays. Weallknowthat. All the rest of us pay. 
I have a record that comes across my desk every day of 
ments and prosecutions and convictions in every case that 
have seen some of them that have r¢ ally nauseated me. ] 
derstand how in the world anyone could justify on a plea of nolo ec 


tendere, or l plea of guilty, o7 1. conviction in the case of a plea of not 
ruilty ~f do not uncderstanc he W | ‘an olive 1 man 6 months oO! i 
e ' . } 


a day. which is about the ay ive ntence, in a pertecth 
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obvious case where there has been a carefully conceived and execut: 

plan of tax evasion. And then take some poor fellow that has co 

mitted a much lesser crime, in my judgment, and give him perhaps 
or a years. That is happening, gentlemen, every day. 

I ¢ show you the records for the last year, for instance, of peo} 
aie were convicted and the range of the sentences that were give: 
and the fines that were collected. The fines were relatively small, as 
I reported to you before. I think $2,900,000. That is not very mu 
It is not ve ry Imports int. I am not too concerned about the smalln« 
of the fines because, after all, there is a 50-percent penalty for fra 
and that isa pretty heavy penalty in itself. 

But I feel very strongly that these people who deliberately try to 
evade their tax obligations—I do not care whether they are preside nts 
of the biggest corporations in America, or what they are—I think they 
ought to be sent to jail and sent there for a term. You are not os o 
to get those offenses down any other way, until the courts of 1 
country make up their minds that they are going to impose a real pet 
alty for tax evasion. Until that time we are still going to have it. 


PROPOSED ACTION IF REDUCTION IS MADE 


Mr. Gary. Mr. Andrews, you are asking now for $272,500,000 for 
the fiscal year 1954, which is an increase of $2,500,000 over the amount 
appropriated for the fiscal year 1953. Do you anticipate that that 
request W ill be changed # 

Mr. Anprews. It is being considered on the theory that everybody 
ought to take some kind of a cut. We have indicated what we would 
do if we were cut, say, 5 percent, 10 percent, or 20 percent. I car 
tell you gentlemen, if our requests are reduced at all we are going to 
make every possible reduction in every direction before we make 
reduction in the allotment for enforcement. In other words, we 
are not coing to do what was done several years ago when the Bureau 
just lopped off a lot of enforcement people in order to meet a cut, which 
would put us in a position where we could say to you, “Well, you cut it 
und see what happens.” We feel that we have a responsibility, if 
there is a cut, to apply that cut to the place where first, it will do the 
least harm and then, when we have exhausted that, we will have to 
take the rest of it out of enforcement. But we start first with the 
other things, not with enforcement. Enforcement becomes the resid 
ial, as far as we are concer ed, after we have cut everywhere else 

Mr. Gary. But you do not know what the final request will be/ 

Mr. Anprews. No, sir. 


New Gampuine Law 


Mr. Gary. In your original statement you discussed the situatio1 
with respect to the new gambling law. Can you give us some details 
as to just what kind of a setup you have for enforcing the gambling 
law at the present time ? 

Mr. Anprews. I believe Mr. Winkle could do that better than 1, 
because that is one phase of our situation with which I am not as 
familiar as I am with the others. So, if you do not mind, I will ask 
Mr. Winkle to answer that. 
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rWO WAGERING TAXES INVOLVED 


Mr. Winkie. Mr. Gary, as you know, there are two wagering taxes. 

e is the so-called occupational tax where the gambler is required to 

me in and buy an occupational tax stamp. The other is the 10 

reent excise tax. 

he occupational tax phase of it is handled initially in the dire 

's offices: that is to Say, a bookie who chooses to come in and buy 

occupational tax stamp may purchase it in a director’s office. 

As to the enforcement phases of it—that is to say, the work that is 

ne with respect to the people who do not come in voluntarily and buy 

eir stamp or do not voluntarily file the excise tax returns, we have 

ed to work that in with the racketeer program that we have had. 
Under our rather broad definition of racketeer it includes by and large 
persons who are engaged in illegal activities. 

So that, to the extent that you have a gambler who is liable for the 

agering tax, you have someone who would automatically be looked 

to under the racketeer program. So what we have attempted to do, 
the absence of specific funds for enforcement of the wagering tax, 
sto have it handled along with the racketeer program. 

That means, by and large, that it is handled through the special 
agents of the Bureau, particularly in connection with the larger 
Cases. 

The smaller cases are worked by what we call acting special agents 
who are persons who have been detailed from the revenue agents’ 
force and to some extent from the old deputy collectors’ force who 
handle the less important cases. 


Mr. Gary. My recollection is that the Bureau requested $20 million 
to enforce the gambling tax when the law was first enacted; is that 


correct ¢ 

Mr. Winkie. Dr. Atkeson tells me the estimate was $20 million and 
the estimated collections at that time were $400 million. 

Mr. Anprews. Which have not been realized by a long shot. 

Mr. Gary. What did the Congress allow for that program ¢ 

Mr. Anprews. The Congress did not allow anything. 

Mr. Winkie. The Congress did not allow anything for the pro- 
Oradh. 

Mr. Anprews. They just gave us the law without giving us any 
money to enforee it. 


COLLECTIONS FROM WAGERING TAX 


Mr. Gary. What have the collections amounted to from the gam 
bling law ? 

Mr. Winkue. For the fiscal year 1952 the collections were approxi 
mately $5,350,000. For the first 6 months of the fiscal year 1953, that 
is tosay, July 1 to December 31, they were about $5,600,000. 

Mr. Anprews. It sounds as though such enforcement as we are mak 
ng is pretty good. 

Mr. Winkue. Dr. Atkeson advises me that the estimates are that 
we have spent about $2 million on enforcement of the wagering tax. 
Mr. Gary. Do you think the situation justifies additional expend 

tures for enforcing that tax ? 

Mr. Winx te. I would prefer the Commissioner to answer that. 
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Mr, Anprews. That is very hard to say. My inclination would be 
to answer you “No,” because what you are getting into there, Mr. 
Gary, isa local police force activity. And you know just as well as 
I do what the situation is when you get down to that. The sources 
of income are conce: aled. They are not open and aboveboard. ] 
most places, even where gambling is lawful, it is still not considered an 
occupation to which any honor attaches and people are even there 
inclined to operate rather under cover and not let their income be 
known. 

Mr. Gary. I think it should be said for the benefit of the Bureau 
that although they did not oppose this tax, they were not enthusiast 
about it. That is the reason for my question, because I personally 
doubt whether it is a sound revenue measure. Gambling laws ought 
to be enforced by the police department and not the revenue depart- 
ment. What Lam afraid of is that we will run into a situation where 
you will not be able to enforce the law. and this fact will have 
tendency to undermine the entire enforcement program of the Bureau. 

Mr. Anprews. Mr. Gary, what has happened here, I think, is rather 
patent. In passing this law—and I say this now without being 
critical of the Congress for passing it, or without approving it; in 
other words, I am just stating my observation. In passing this law 
and ina sense legalizing gambling where it is not legalized, we brought 
into the revenue situation a large number of t: axpayers or hoped-for 
taxpayers who, by the very nature of their operations, are evaders 
and are doing everything they can to evade the tax, knowing that it 
is very difficult for us to catch them, and knowing that it is very diffi- 
cult to justify the cost of catching them. Thereby we increased our 
problem in the sense that we gave people who do pay their taxes 
something else to worry about, something else to complain about. 

They say, “Here, why don’t you get it from the gamblers?” The 
revenue to be gotten from gamb lers has been creatly overblown. | 
have had people say that “if you collected all the money from the 
gamblers that you should collect, you would not have to collect any 
money from anybody else.” So the people are gradually getting pretty 
sore about the fact that there are a lot of taxpayers that we are not 
getting to. I think the situation is pretty serious from that point of 
view and that is the point of view that I think presents the most 
serious aspect. 

We could organize a police force and probably catch most of these 
people, but I would hate to have to recommend it, because that would 
take an aw ful lot of people. 

Mr. Gary. That was contemplated when the Bureau asked for the 
$20 million, that an entirely new force would be set up for this 
purpose ¢ 

Mr. Anprews. $20 million would have given us something like 
1.000 people. That is a lot of people to hire to do nothing in the world 
but handle what is usually handled by the local police. That is all 
it would be. 

Mr. Gary. It was contemplated that you would set up an entirely 
separate unit within the Bureau to administer this ane tax alone, and 
nothing else, is that right? 

Mr. Winkie. That is correct. sir. 

Mr. Gary. And you have not set that up? 

Mr. Winkie. We have not; no, sir. 
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ADMINISTRATION OF GAMBLING LAW 


Mr. GARY. But you have administered this along with the othe 
tax laws? 

Mr. WinxKLE. We have administered it along with the racketeer 
program. The $20 million estimate, as I say, was geared to the revenue 


estimate of $400 million, which was nothing but an estimate, ot 
course, prepared by the Bureau, but it was the best estimate available 


at the time. We had to gear our requirements to that estimate and in 

ubmitting the estimate of $20 million, we definitely contemplated 
establishing a separate group to handle that tax, who would vel into 
indercover work, surveillance work, and that sort of thing. 

Mr. Gary. The $400 million estimate must have been the estimate 
of the author of the bill. 

Mr. Anprews. I would like to make one further observation with 
regard to that, that if the Bureau had gotten the $20 million and set 
up that crowd of 4.000 people, I think it is perfectly obvious on its 
face that we would have had to content ourselves with a regime of 
personnel whose derelictions would have made what has been revealed 
concerning the Aleohol Tax Unit look like just a Sunday school pic- 
We would have been confronted, in my judgment, with a cor 
ruption problem that might easily have destroyed your entire revenu 
setup. 

Mr. Gary. That is exactly the question I had in mind just a moment 
ago; that in an attempt to put activities of this kind on the Bureau, 
you are creating problems that are liable to undermine your entire 
Bureau. 

Mr. Anprews. Exactly, sir. 

Mr. Gary. And dest roy the confidence of the people in the Bureau 
itself. 

Mr. Anprews. I think already it has destroyed the confidence of 
the people in the Bureau’s ability and its determination to collect all 
the money that it ought to collect. 

Mr. Stemrnskti. Will the gentleman yield ? 

Mr. Gary. I yield. 


ENFORCEMENT OF GAMBLING LAW 


Mr. Siemrnskt. Is this a case where the FBI can help? It knows 
every gambler and racketeer on the beat. 

Mr. Gary. The racketeering program is something else. That is an 
entirely different proposition. You can go out after the people who 
are racketeers and require them to pay their taxes, like everybody else. 
That is one thing. But when you create an entirely new tax on gam- 
bling, when gambling is illegal throughout most of the United States, 
und you say that although it is illegal, we are going to put a Federal 
tax on it and require gamblers to pay a tax for doing something that 
is illegal under State law, that is something else again. Everybody 
knows that the purpose of the law was to stop gambling. But that is 
the duty of the local and State authorities, not the authorities of the 
Federal Government who would have to usurp State and local activi- 
ties. I am afraid that when you do that, you are putting on the 
Bureau duties that they cannot adequately perform regardless of the 
unmount of money that you give them. I am just asking these ques- 
tions to get at the facts. 
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Mr. Anprews. And it might not be a duty that would be desirab 
for them to attempt to perform. 

Mr. Gary. That is right. I think the Revenue Bureau should co] 
lect the revenues and not try to enforce the criminal laws of the 
country. 

Mr. Anprews. I would not want to speak for Mr. Hoover, becau 
he does very well speaking for himself. But I can imagine that | 
would have precisely the same problem as we, if somebody asked hin 
to add 4,000 flatfeet to his organization; I can see where the prestige 
of the FBI would drop in a hurry. 

Mr. Gary. Certainly it would, if you put activities of that kind on 
the FBI. If you transferred this activity from the Bureau of I 
ternal Revenue to the FBI, you would have the same situation in the 
FBI: thev would be following a lot of gamblers instead of doing th« 
real job that they are set up to do, which is to protect the safety of thi 
country. 

Mr. Steminski. Would this be a matter of local enforcement, as in 
the case of narcotics, and would the obligation of collecting the tax 
be on the State, holding such funds for the United States, or a part 
thereof ? 

Mr. Gary. It is now a matter of local enforcement. as I see it. It 
is true that some of the local authorities do not enforce the law. 

Mr. Steminskr. Would that revenue be a right of the State to hold 
and use as in the case of Nevada today ? 

Mr. Gary. Yes; if the State of Nevada wanted to put a tax on 
gambling. 

Mr. Stemrnskr. Nevada has a tax on gambling; they say they have 
built their highways with slot-machine-type revenues. Is that where 
the road points ¢ 

Mr. Gary. Maybe. And, if so, I am against it, because I am 
against slot machines, I do not care what revenue they bring to the 
Federal Government. When you begin to legalize them, in my judg 
ment, you are just creating an intolerable situation. 

Mr. Steminskt. It seems to me that we are given to inconsistencies. 
On the one hand, for instance, we say that certain tidelands revenues 
belong to the Nation, that the Nation may use the funds collected for 
educational and other purposes, for the benefit of the people of the 
Nation. On the other hand, there are some States that enjoy plush 
revenues from gambling taxes and that money stays with the States. 
What is the test that determines what revenues stay with the States 
and what revenues goto Uncle Sam? Moralitv! Sectional, regional, 
national ¢ 

Mr. Gary. I think that is where the mistake has been made. I do 
not think it is a question of revenue. I think it is a question of law 
enforcement. It seems to me that if we want to prohibit gambling 
the problem ought to be handled under the criminal statutes and en 
forced by criminal enforcement agencies rather than made a revenue 
matter to be enforced by the revenue agencies. 


EFFECT OF GAMBLING LAW ON DETERMENT OF GAMBLING 


There was one other question that 1 wanted to ask with respect to 
this general subject matter. Can you give us anv idea at all as to 


what effect the law has had on deterring gambling in the United 
states / 
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Mii ANDREWS. I do hot know, but I would Say from my own ob 
itions as a citizen that I have seen very little reduction in gam 
o because of the statute. , 
other words, Mr. Gary, does it not come back to the same ques 
that finally led to the repeal of the prohibition statute? Nona 
has ever found a way to control morals by legislation. 

Vir. Gary. And nothing did more to break down regard for law in 


I 
l 


| nited States than the proh bition law, when we had it on the 
ite books. 
Mr. ANDREWS. That was the heeption of gangster control and 
vth in this country. 
Mr. Gary. And that is regardless of whether you believe in pro 
bition or not. When you try to put a law on the books that the 
lic will not obey or with which the public is not in sympathy, then 
have very lax enforcement, which destroys respect for all law 
| you bring about a situation which, as in the case of prohibition, 
ime so intolerable that the country finally discarded it. 
Mr. WINKLE. May I state for the record that no part of the increase 
the estimates before vou ventlemen today reflects anything for the 
iwering tax. 
Mr. Gary. You are not now asking that a new unit be set up for that 
irpose in your Bureau / 
Mr. Winker. No, sir. 
Mr. Anprews. Perhaps we ought to, Mr. Gary, but I would do so 
th great reluctance. 
Discussion off the record.) 


RULING ON EXPENSE DEDUCTIONS FOR MEMBERS OF CONGRESS 


Mr. Gary. Mr. Commissioner, over the weekend I read the letter 
which you had prepared ruling on the law allowing certain expense 
eductions for Members of ¢ ‘oneress and it struck meas being avery 
omprehensive, lucid, and sensible solution of the entire problem. 

Mr. Anprews. I am glad you liked it, because I was scared to death. 

I would like to make one very brief statement. that I have been 
extremely pleased with the commonsense point of view that Mr. Sug 
urman has taken in all of the opinions that he has written since I have 
been there. I am beginning to think that he must have some Solo- 
monic background because he has really solved some knotty problems 
ind everybody has been happy about it. He even solved the problem 
of the erosion of the Great Lakes banks and, believe me, gentlemen, 
that was a hot one. 

(Discussion off the record.) 


EFFECT OF APPROPRIATION REDUCTION ON GOVERN MI NT’s INCOME 


Mr. Passman. Mr. Commissioner, your Bureau is requesting $272, 
500,000 for the fiscal year 1954, is that correct ? 

Mr. Anprews. That is right, sir. 

Mr. Passman. In your general statement you say: 

This appropriation request covers the minimum amount required to meet the 
cost of performing the manifold operations of the revenue service on a full 
scale for some operations and ona partial or token basis for others 

I should think, under this request, that some parts of your opera 
tion will have to be on a partial or token basis ? 





Mr. Anprews. That is right, sir. For instance, you take the ques- 
tion of the number of returns that we are examining. We know that 
we are not doing all the job there that we ought to do. 

Mr. Passman. In your opinion, if this appropriation should | 
reduced, it would result in a net loss to the Government ? 

Mr. Anprews. I do not think there is any doubt about that. 

Mr. Passman. That is all on the record. I would like to mak 
statement and ask a question off the record. 

(Discussion off the record.) 


NEED FOR HUMAN APPROACHE IN ANALYSIS OF RECEIPTS 


Mr. Sreminskr. When you release vour statement to announce t 
receipts of the Government, as a result of the March 15 collections, 
I wonder whether you could put a human touch to your analysis 
You said: 


The extent to which one man cheats, the other man pays. 


By that you mean we are in this boat together. Our Governn« 
has been cited as being tremendously big. some ‘thing very impe rsonal, 
far removed from the daily life of its citizen; yet it is really nothing 
more than one citizen’s trust in another, whom he has chosen to guide 
and protect his welfare. 

Citizens delegate to people here in Washington certain responsibil 
ties todo a job. They trust these people and hope they will not hurt 
them, but over a period of time, through use of the word “Govern 
ment” and use of the words “civil” and of “law,” we have gradually 
impersonalized our Government, perhaps made the people feel a bit 
removed from it. 

With what you said this morning, I think vou bring home to peop): 
the realization that we are all human beings trying to administer and 
live up to a law; the motto is, “If I do not pay, you must pay,” as you 
mentioned. 

It seems to me it is necessary that we have in mind the human ap 
proach, that government. after all, is people and if you do something 
wrong in this game, you hurt your neighbor. 

Mr. Anprews. I said something similar to that a number of times 
Of course, that is one reason why it is good to get over the country 
and let the people see what their tax collector looks hke. That is 
one of the best ways in the world for them to realize that government 
is not a cold, impersonal thing but instead is being run by people 
like you and me. 

Mr. Sieminsxr. Not only that, but if you say something like that 
when you announce the number of dollars that you have taken in, that 
will have an effect for good, too. Do you have ways of finding out 
how much of the money came from corporations, and how much was 
taken from wage earners and others? 

Mr. Anprews. Yes sir; we can get those figures. 

Mr. Stemrinsxi. I think that might be very interesting. Great stress 
has been laid on balancing the budget, managing our debt, and reduc- 
ing taxes. The degree of honesty of our people in making tax pay- 
ments could also be stressed. Also considered could be the help cer- 
tain sources are getting in tax relief. 

You can do a beautiful job for the Nation, Commissioner, in show- 
ing the human side of this issue. It is, after all, basically a question 
of whether Uncle Sam is being dealt a fair hand in this game that we 
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are playing; the confidence that we have not only in each other, but 
in our Government will reflect itself in your report. 

It was indicated here earlier that many people are tempted not to 

ake payments because they feel it is money that they earned: they 

not feel that they are being dishonest with themselves or with 
ncle Sam, because their money was hard to come by. You can clear 
» that attitude. 

What I have in mind here now does not come under your jurisdi 

n. but it arises out of legislation which would come through another 

mimittee. You just mentioned the case of a tax-free gentleman who 

t his money into municipal bonds, and who died with an estate of 

er $8 million. The bonds that he bought were tax exempt. 

New York Port Authority bonds are tax exempt ; these bonds are 

ther narrowly distributed, held by certain groups. ‘The question 

Ses, do holders of Government bonds contribute less to our Nat LO! *s 
development than do New York Port Authority bondholders? People 
ay a tax on United States Government bond income but none on 
New York Port Authority bond income. Isit fair? 

While we should be sure that our tax structure harasses no business 
man. or any person or group, it seems to me that we should also con 

der those who are unduly favored by exemptions which increase the 
vad on others. You say, “If I do not pay, you pay.” 

Phere are many questions involved in this matter of being fair with 
Unele Sam in the matter of taxes. How much tax aid have some 
business people received, or have some private citizens received, while 
others have received little? Is the tax burden fairly distributed ? 

I would like to make this statement off the record. 

(Statement off the record. ) 

Mr. SrEMINSKI. Wouldn't it be cood to see a business organization 

ome out publicly and thank the taxpayers of the United States for 
tax aid that has been cviven it? When there is a strike, some come out 
and ask the people to believe that they are correct in their stand. while 
labor is not correct. 

Have you ever seen an airline come out and tell the people of Amer- 
ca of its appreciation of the subsidies that are paid it through the 
Post. Office Department ¢ 

Have you ever seen the publishing people of America come out and 
express their appreciation of the subsidies granted them by the people 
of America in low-postal rates ¢ 

Have you ever seen Big Steel come out and thank the American 
people for the loan it got from the Export Import Bank ? 

Instead, you hear a great deal of talk about socialism, that we are 
becoming socialized. Sometimes those who raise the cry are those who 
have gained so much through public funds or favors. 

I am lecturing, I know, but if I have accomplished one thing in this 
little talk, Mr. Chairman, I hope it is in the direction of taking our 
Government off the hook by expressing appreciation for what the 
taxpayers of America have done with Federal funds to help create 
the tremendous private payrolls and private savings and private 
profits that have made this Nation so great and powerful and 
populous. 

TAX-EXEMPT BONDS 


Mr. Passman. I would like to ask this question. I wonder what are 
the losses to the Government in revenue from the so-called tax-exempt 
bonds of States and municipalities? You have those figures? 
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Mr. anes. I do not know that I have seen those figures, b 
they can be obtained. I know that there was a considerable fight 
Congress on that a few years ago and voluminous data were assemb| 
Of course, there is one thing we must remember about that. 
you take away the tax-exempt status from these bonds, the rate v 
have to go up and then the individual taxpayer will have to pay 1 
tanyway. So you get it one way or the other 

Mr. James. That is inevitable, any arguinent to the contrary 
vithstanding. 

Mr. Anprews. That is right, sir. 

Mr. Canrievp. Gentlemen, we will now adjourn until 9:30 
morrow morning when we shall request the Bureau to present 
detailed picture of the reorganization. 


Turspay, Marcn 31, 1953 
COLLECTIONS FROM WAGERING TAX 


Mr. Canrretp. The committee will please be in order. 

Mr. Gary. Mr. Chairman, may I ask one question on the subject 
we were discussing yesterday, before we start with your schedule for 
today ¢ 

Mr. CANFIELD. Yes. 

Mr. Gary. I believe you sti ated yesterday, in connection with the 
wagering tax, that you had « ‘collected about 5.3 million under that 
tax last vear, 

Mr. WiInKLE. ‘That is correct, s 

Mr. Gary. Could you tell us how much of that was from licenses 
and how much from in. GTOSS cathe tax ? 

Mr. Winkte. Yes, sir. During the fiscal year 1952 there was col 
lected under the oc eupation: 4 stamp-tax provisions $973,197 and under 
the excise-tax pr Visions $4,571,869. 

Mr. Gary. That is the tax on the gross take ? 

Mr. Winkie. That is correct, sir. That is the 10 percent excise 
tax onthe gross take. During the first 6 months of the fiscal year 1953, 
the stalmp-tax collections amounted to $568,184 and the excise-tax col 
lections amounted to a little over $5 million. 

Mr. Gary. Do you have any way of determining what portion of 
those amounts were collected from legal gambling and what portion 
from illegal gambling ? 

Mr. Wrnxkte. No, sir; we do not have the figures here but it may be 
possible for us to get them and supply them for the record, if that is 
avrees abl ie 

Mr. ANDREWS. I wonder if you could do that simply by t: aking the 
States where gambling is legal. 

Mr. Winkie. Taking Nevada 

Mr. Anprews. Is Nevada the only State where gambling is legal ? 

Mr. WINKLE. So far as I know, it is. 

Mr. Gary. The pertnintabld are exempt from this tax; are they 
not ¢ 

Mr. Wixxe. That is correct, and casino-type gambling is, also. 

Mr. Gary. If you can supply that information for the record, 
should appreciate that; if it is not too much trouble. 

Mr. Wrinkte. Very well, sit 
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(The information requested is as follows :) 


Nevada is the only State where gambling of the type covered by the wagering- 
< provisions of the Revenue Act of 1951 is legal. Collections of wagering tax 
Nevada are as follows: 


REORGA NIZATION OF THE BUREAT 


Mr. CANFIELD. Commissioner, will you and your aides at this time 
e good enough to present to the committee a word picture of the 
tructural reorganization of the Bureau of Internal Revenue. 

Mr. Anprews. I think, if we may, we will indicate the overall geo 
graphical layout and then proceed to the headquarters organization, 
ind from that to the individual district organizations which are all 

like. I should like Mr. Winkle to handle that job. 1 should like, 
f 1 may, Mr. Chairman, to break in occasionally to interpolate some 
of my own ideas as to what we may do geographically and otherwise, 
tructurally. 

Mr. Canrietp. You may proceed, Mr. Winkle. 


ORGANIZATIONAL STRUCTURE PRIOR TO REORGANIZATIONS 


Mr. Winkie. Mr. Chairman, if I may make one suggestion, since 
ou have indicated that you wanted a rather full « xplanation oT the 
pian. it appears to me that it m oht be helpt Lats briefly went ovel 
he type of organization that the Bureau had prior to reorganizatio1 
nd then move right on to pont up the differences bet ween the old plan 

dthe new: if that is agreeable 

These charts which you are looking at. incident uly, we have i 
maller form which we would be glad to supply for the record, sinc 
ie explanation probably will not be too intelligible without the 
harts, 

Mr. Canrietp. Mr. Winkle, we plan those charts into the 


ecord as par of the hearings. 


COMMISSIONER'S STAFF 


Mr. Winkie. The chart which you are looking at now (see p. 654) 
sa picture of the organizational structure of the Bureau as it existed 


prior to reorganization. Working from the top to the bottom, the 
Office of the Commissioner was made up of two Assistant Comn 

oners who actually functioned more in the nature of assistants to the 
( ommissioner: that is to say, neither Assistant Commissioner had 
any delegated line responsibility for any of the functions of the 
revenue service. 

In addition to the two Assistant Commissioners, there was also, as 
a part of the immediate Office of the Commissioner, an Assistant to 
the Commissioner, Dr. Atkeson, who is also head of the Bureau’s 
management staff; an Inspection Service which had been created 
only a few months before and which, prior to reorganization, operated 
more in a coordinating capacity than anything else. 

The Director of the Inspection Service, again, had no direct line 
supervision over any segments of the Bureau. 





Then an Information Officer and, lastly, a Special Deputy Com- 
missioner whose field was that of international tax relations, treaties, 
and tax conventions. 


WASHINGTON HEADQUARTER DIVISIONS 


Reporting directly to the Commissioner were eight line Divisions 
Those Div isions, by and large, were organized by types of tuxes. | 
other words. we had an Excise Tax Division which concerned itself 
only with the administration of the numerous excise taxes in the cod 
We had an Income Tax Division which concerned itself only with the 
rdministration of the income tax, and the estate and oft taxes. Wi 
lad an Employment Tax Division which concerned itself only Wit 
the administ ration otf the SO calle d social security and the withholdu g 
tax. 

| Lose divisions, as | say, were set up ona so-called type-of-tax 
asis. In addition to those tax divisions, however, we did have 
certain functional divisions; that is to say, divisions that were set 

» on a functional basis and which cut across the entire revenue 
picture, notably the Accounts and Collections Division, which supe 
intended the maintenance of accounts and the eollection of all kinds 

f taxes: we had the Intelligence Division whose function it was to 
nvestigate the fraud cases arising in any of the various tax areas, 
vhether it was income tax, excise tax, w ithholding, or What have vot 

The Intelligence Division also performed what we call the integrity 
wudit function; that is to say, in addition to handling the fraud cases, 
t also handled the misconduct cases. It also performed the function 
of investigating applicants for enrollment practice before the Treas 
ury Department and applicants for employment throughout the 
ervice. So that 1t was a hybrid division in a good many respects. 
it was not confined to its primary job exclusively, its primary job 
being the tax-fraud area. 

We had an Alcohol and Tobacco Tax Division, which I failed to 
mention a moment ago, but which, again, is a so-called type-of-tax 
a IS1ON. 

We had the Appellate Staff, which was a functional-type division 
in that it heard appeals from not only the income-tax area, but also 
in estate and gift-tax cases; and rather recently, prior to reorganiza- 

on, in excise and wage-tax cases. 

Each of those Washington headquarter divisions, moreover, exer- 

ised direct-line responsibility over field offices which similarly were 
set up along either type-of-tax or functional lines. 


FIELD OFFICES 


Che network of field offices is shown here at the bottom of the chart. 
When I say that they exercised a direct-line responsibility, I mean 
just that. In other words, the Deputy Commissioner of Accounts and 
Collections, as he was called, the official in charge of the Accounts 

nd Collections Division, had supervision over the offices of the 64 
collectors of internal revenue. 

The Deputy Commissioner of the Income Tax Division had direct 
sa peny eno over 39 offices of revenue agents, and the Intelligence 
Vivision supervised some 14 special agents’ offices. That made for 
somewhere between 150 and 200 field officials reporting into Washing- 
ton through some 7 or} channels of communication. 
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[t also resulted in some 7 or 8 Washington officials on the operating 
el reporting directly to the Commissioner of Internal Revenue. 
terms of span of control it made for an extremely cumbersome and, 
many respects, an unmanageable type of organization. 


SERVICE DIVISIONS 


[ have not touched upon the usual service divisions that you find in 
governmental organization; the Administrative Division, the 
idget and Finance Division and so forth. That tended to compli 
te the problem even more inasmuch as each one of these divisions 
rough their heads likewise reported directly to the Commissioner 
f Internal Revenue. 


CHIEF COUNSEL 


The Commissioner was also assisted by a Chief Counsel who, in 
had direct-line supervision over four different types of field 

fices. In short, the organization of the Bureau as it existed prior to 

ganization was in our judgment a pretty topsy-turvy and un- 
ageable organization. 


DIFFICULTIES UNDER THE OLD ORGANIZATIONAL STRUCTURE 


One of the difficulties, for example, that we frequently experienced 
der the old type of organization was this: Since the audit responsi- 
lity was fragmentized or scattered as between these offices | indicating 


t 
( chart |, and these offices here, and these offices here—that is to say, 


the collectors’ offices, the revenue agents’ offices, and the excise tax of- 
fices, not to speak of the special agent offices in the fraud area—it made 
te extreme ly difficult, if not impossible, for the Bureau to do any intelli- 
ent planning and programing on the big audit job, because it was not 
possible to pull the various segments of the job together in the face of 
ch scattering of responsibility and authority. 
also resulted in a taxpayer not being treated as an entity, so to 
peak. We like to feel, under reorganization, that one of the objec 
ves that we hope to accomplish is the so-called one-shot audit; that is 
to say, we like to feel, when a revenue agent or a group of revenue 
igents go into a taxpayer’s plac e of business to conduct an audit, they 
vill audit him not only for income-tax purposes, but for wage-tax 
purposes, for social-security tax purposes, excise-tax purposes, and so 
forth. That was not possible under the old type of organization. 
I could go on and discuss that in greater detail, but the principal 
point I am trying to make is that there was a fragmentization, so to 
veak, of audit authority and management authority both in the field 
\] dl at the W ashington leve l. 
If you think that would suffice, Mr. Chairman, for a brief summary 
f the old type of organization, I can now proceed with the chart as 
t appears after reorganization. 
Mr. Canrrevp. I think so, and with the permission of the committee, 
lease proceed and we shall ask our questions afterward. 


ORGANIZATIONAL STRUCTURE AFTER REORGANIZATION 


Mr. Winkie. The chart that I am looking at now is the 
leaded “After Reorganization.” 


char 
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Mr. Canrtecp. We are going to have that inserted at this point 
the record, Mr. Winkle. 

Mr. Winkie. Very well, sir. 

(The chart referred to above and the one referred to on p. 
follows:) 
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Mr. CaAnrietp. We will also have inserted in the record at th 
point the map showing the geographical boundaries of the 17 internal 
revenue districts. 

(The map referred to follows.) 
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Mr. WinkKiE. What the Bureau atte mpted to do in terms of organ 
izational structure, under reorganization, was first of all to set the 
sureau up on functional lines to get away from this scattered manage- 
ment and audit authority that we had under the old plan. 

Secondly, we tried to reduce the number of field officials who were 
reporting directly to Washington, by setting up a regional level 
management and supervision. 

(nd, thirdly, at the grass-roots level, we attempted, consistent with 
the functional plan that is represented here, to centralize all like 

functions in one division. 

Under the old type of organization, as I indicated, there were 64 
collectors of internal revenue who were wholly responsible for the 
collection function, plus certain audit responsibilities that they had 

icquired some years ago, largely by default. 

It had always been recognized that pure collection work as such was 
a function of the collectors and that the audit work was a re soul 
bility of the revenue agents in charge; but a oes of vears ago, 
with the increase in the base of the income tax, by sheer default it 
was necessary to leave a substantial number of the smaller tax returns 
with the collectors’ offices and give them some audit responsibility 
for those returns. Thus, the collectors had exclusive responsibility 
for the collection function and, to a limited extent, some andit wor! 


ORGANIZATIONAL STRUCTURE IN THE DIRECTORS’ OFFICES 
The 64 collectors of internal revenue were abolished under reor 


ganization. and we now have 64 directors of internal revenue. The 
directors’ offices are made up of 4 functional divisions and 1 so-called 


type of tax division. 


RESPONSIBILITY OF THE AUDIT DIVISION 


The Audit Division, under the Office of the Director of Internal 
Revenue, 1s now responsible for the audit of all types of internal 
revenue returns. It confines itself not simply to the income-tax re 
turns or the excise-tax or the wage-tax returns: it is responsib le for 
all of them and thus it pe rmits the directors’ office and. in turn, the 
district commissioner’s office and, in turn, the commissioner, to level 
much more intelligently on the overall audit problem. 

We have concentrated all of our audit a under one man in each 
director’s office. We have stripped out of the collection activity the 
audit function and transferred it over into the Audit Division. 


RESPONSIBILITY OF THE COLLECTION DIVISION 


We have also done this: In an attempt to confine the work of the 
field collection divisions to internal processing, to strip them of an 
need for field contacts, so that the individual in charge of a collection 
division will have more time to level on the tremendously big mass 
processing and handling job that he does and that he is responsil 
for, we have taken out of the collection division the job that it form- 
erly had of field contacts on collections. 

In other words, a return is filed with the Office of the Director of 
Internal Revenue and moves first to the Collection Division. That 


le 
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Division is responsible for the receipt of the return and the deposit of 
the money and the establishment of the taxpayer's account, the mathe 
matical verification of the return, the making of the socalled quickie 
refunds—in short, it is a completely internal processing operatio 

Once a delinquent account gets to a stage where it is necessary 
turn it over to a field office for collection, the matter is transferred 
from the Collection Division over to the Audit Division. In some re 
spects perhaps both these titles, Collection Division and Aud I 
Division, are misleading, in that the Collection Division is concerned 
only with the voluntary collections, and the Audit Division, on the 
other hand, is concerned not only with audit but with enforced co! 
lections. 

Again looking at the block now headed “Intelligence Division”— 

Mr. Gary. May I ask a question there # 

Mr. WinkKLE. Yes, sir. 


RESPONSIBILITY FOR THE TAX-ASSISTANCE PROGRAM 


Mr. Gary. Reference was made by the Commissioner yesterday to 
the people who were standing in line waiting to file their returns and 
get some help with reference thereto, and providing a staff to help 
them make out their returns; does all of that come under the Colle 
tion Division ¢ 

Mr. Winkie. No, sir; the responsibility for the taxpayer assistance 
program this year—I will put it this way, if I may: The taxpayer as 
sistance program 1s dependent for its success on cooperation betwee) 
the Collection Division and the Audit Division, but the responsibility 
for the program rests on the Audit Div ision. 

In other words, as the Commissioner indicated the other day, we, 

|} attempt to maximize the probability that the original return a 

will be correct, have thrown more revenue agents into that side 

of the work than has heretofore been the case. It was for that reason 

nd also, as the Commissioner explained, because our warrants situa 

tion has reached a rather critical stage, that we were reluctant to take 
pure collection officers to perform the taxpayer assistance job. 


But. to answer yout question specifically, the responsibility for the 
taxpayer assistance program rests on the Audit Division but neces 
ly people are drafted from the Collection Division to help out 

It is a modification of the procedure that was in effect in 


Sarl 


ry OF THE INTELLIGENCE DIVISION 


| division in the Director’s Office is the Intelligence Divi 


i 


which concerns itself with the fraud cases, but no longer has any 


jurisdiction over the employee misconduct cases. It still retains in- 
vestigative authority with respect to the enrollee situation. 


RESPONSIBILITY OF THE ALCOHOL AND TORACCO TAX DIVISION 


The fourth division is the Aleohol and Tobacco Tax Division—and 
this is a departure from the strict functional plan that we have been 
talking about. Originally, and I believe at the time that former 
Commissioner Dunlap appeared before this committee, I think it was 
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ntemplated that there would be one Enforcement Division which 
would be made up of the Intelligence people, and the Alcohol and ‘To 
vweco Tax people. After that matter was studied further, it was con 
uded that the Alcohol and Tobacco Tax work was unique, and 
juired a completely different kind of agent; and that it would be 
etter if that Division were carved out of the Enforcement Division. 
As a result, we have two divisions instead of one as we had orig 
! ally contemplated. The Aleohol and Tobacco Tax Division, at the 
Director’s level, concerns itself with two functions. One is the con 
trol over the illicit liquor trafhiec, the so called moonshine operations ; 
ind secondly, the retail inspection—that is, the inspection made of r 
tail liquor dealers to see that there has been compliance with the regu 
itions under the Federal Aleohol Control Act on refilled bottles, and 
iat sort of thing. It has nothing to do with what we call the per 
nissive side of our alcohol tax work; that is to say, control over the 
‘itimate liquor industry. I will reach that in a few moments when 
e hit the level of the district commissioners. 


FUNCTIONS O iit ADMINISTRATIVE DIVISION 


The fifth division in the Director’s office is the Administrative Divi 
sion, Which combines functions which were formerly scattered in each 
of these various offices. Under the old plan there was a personnel 
man, a budget man, a training man, and so forth. 


RELATIONSHIP OF THE APPELLATE DIVISION 


You will notice, directly above the Aleohol and Tobacco Tax Di 
vision block, there is reference to “Field Office, Appellate Division,” 
and you will notice that there is a line leading from the district com 
missioner’s office to that field office. 

This simply means that it was decided it would be unwise to vest 
appellate authority on a disputed tax case in i the same official who had 
audit and collection puro. Consequently, the field offices of the 
Appellate Division are not under the supervision of the director of 
internal revenue. They work out of the office of the district commis 
sioner and are administratively responsible to him. 

The director of internal revenue, in turn, is responsible, not directly 
to the Washington headquarters organization of the Bureau, but to 
the district commissioner. 


ORGANIZATIONAL STRUCTURE IN THE DISTRICT COMMISSIONERS’ OFFICES 


I indicated a moment ago that we have 64 directors of internal 
revenue. There is a director in each city where there was formerly a 
collector. Wealso have 17 district commissioners of internal revenue. 
The district commissioner level ceo the regional management 
and supervision level that I indicated a moment ago. The district 
commissioner is assisted in the performance of his managerial respon 
sibility by six assistant district commissioners. 

These six assistant district commissioners operate for the most part 
in a staff capacity as assistants to the district commissioner. 
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RESPONSIBILITY OF THE ASSISTANT DISTRICT COMMISSIONER ADMINISTRATION 


There are 1 or 2 exceptions to that that I will get to in a moment 
The assistant district commissioner—administration—is responsib 
for overseeing all administrative activities in the district. He is r 
sponsible for administering the district personnel program, for inswi 
ing that a a program is established and maintained, and 
also serves as the udget officer for the district. All of the disburs 
ment accounting In ‘the » field is done at the district commissioner's lev: 


RESPONSIBILITY OF THE ASSISTANT DISTRICT COMMISSIONER COLLECTIONS 


The assistant district commissioner—collections—is purely a staff 
assistant and, in turn, is responsible for overseeing the performance of 
the collection function in the field. 


RESPONSIBILITY ’ Ht ASSISTANT DISTRICT COMMISSIONER AUDI! 


The assistant district commissioner—audit—is likewise a staff assist 
ant and is respons ble for assisting the district commissioner in ove 
seeing and planning and programing and keeping on top of the audit 
and tax de h nquency work in the fie lc l. 

I would like to digress for a moment to indicate the importance of 
those two positions in terms of the t: axpayer assistance program and 
the refunding oper: ition that is now going on in the directors’ offices 
in connection Ww ith t he 1952 returns. 

Back in December when we had prepared the 1953 audit progran 
that Dr. Atkeson and the Commissioner mentioned to you the other 
day, and when we had also prepared the plans for the current tax- 
payer assistance program, we called in the 17 assistants for collection 
and the 17 assistants for audit. They were here for about 3 days and 
we had a imber of conferences with them. We explained in consid 
erable detail precisely what our objectives and goals were and empha 
sized to them that their job, in turn, was to go back and see that those 
programs were installed in the field. 

I think one of the reasons the taxpayer assistance program and the 
refunding operation this vear went along so smoothly is that, for the 
first time in the history of the revenue service, we had men in the field 
who ha id the time to program and plan and think; they had no line 
supervision responsibility whatsoever and it was of tremendous help 
both to th » Washington headquarters and the district commissioners 
offices to have those men take over the two programs that I have been 
talking about. 


RESPONSIBILITY OF THI SSISTANT DISTRICT COMMISSIONER—INTELLIGENC! 


The assistant district commissioner—intelligence is a combination 
staff and operating official, in a sense. He is responsible for insuring 
that the intelligence work in the various directors’ offices is kept up. 
He is responsible also for advising the district commissioners with 
respect to new areas of tax evasion that may be opening up, and as to 
the deployment or transfer of personnel to get the best use out of the 
appropriated dollar in that area 

He has an additional function, and that is in all criminal prosecu- 
tion cases which are handled at this level [indicating chart] where a 
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special agent goes out and investigates a taxpayer on charges of fraud 
and concludes that criminal pros ecution should be recommended 
hat case cannot be settled at the director’s level. It must come in at 
he district commissioner’s level and the assistant for intelligence at 
hat level is responsible for a review ot the case, for the conduct of a 
utaiiece with the taxpayer, if he wishes it, and for referral of t 
case to the enforcement counsel who, in turn, if he agrees with the 
recommendation, sends the case on to the Department of Justice in 
Washington. Fraud cases, for a little over a year now, no longe1 
come into the Bureau headquarters in Washington. They do, how 
ever, vo to the Department ot Justice, not clirectly to the United states 
attorneys. 


t 
ul 


RESPONSIBILITY OF THE ASSISTANT DISTRICT COM MISSIONER-—ALCOHOL AND 
TOBACCO TAX 


The alcohol and tobacco tax assistant district commissioner also 
serves in a half-staff and half-operating capacity. He is apes ble 
for keeping on top of the alcohol and tobacco tax work in the field, 
for current planning and programing of the work. But, in addition 
to that, as I indicated ieee we were talking about the aleohol work 
at the director’s level, he also has direct responsibility for all of the 
so-called permissive work in the alcohol tax area. It was decided 
kee ‘p the work incident to the reguli ation of the legitimate liquor 1} 
dustry at the district commissioner’s level, because there is not enough 
of it to warrant spreading it amone 64 directors’ offices. It is a typ 
of work that we felt lent itself better to centralized control than if \ 
had it scattered out among the directors’ offices. 


RESPONSIBILITY OF THE ASSISTANT DISTRICT COMMISSIONER APPELLATE 


The assistant district commissioner—appellate also operates in both 
a staff and a supervisory capacity and his status is rather unique. 
As far as his settlement authority is concerned, he operates under a 
direct delegation of authority from the Commissioner of Internal 
Revenue. In short, there is a line from the Commissioner to the as- 
sistant district commissioner—appelate, which means that the ADC 
appellate, as we call him, is the final appellate official on the adminis 
— side in the Bureau so far as tax cases are concerned. 

\ decision made by the assistant district commissioner—appellate 
cannot be appealed either to the district commissioner or to the Com- 
missioner. Of course, since the Commissioner has delegated the 
authority, he is at liberty, and there is a provision which permits 
him if he so chooses for good : and sufficient reason, to call a case in from 
the field to Washington for settlement. That authority, however, is 
rarely exercised since we are concerned about keeping the settlement 

authority as near to the taxpayer in the field as we can. 

The district commissioner’s level, I would like to emphasize, is 
primarily a managerial and supervision level. We have tried to tl] 
greatest extent possible to keep cases out of the immediate office of the 
district commissioner. 
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ORGANIZATIONAL STRUCTURE AT THE WASHINGTON LEVEL 


Proceeding now to the Washington level—I will touch upon th: 
chief inspector and the district counsel when we get up to this level 
the 17 district commissioners, in turn, are responsible to the Commi 
sioner through the Assistant Commissioner -Operations. Under th: 
old plan of organization, as indicated, the two Assistant Commis 
sioners actually functioned more in the nature of staff assistants t: 
the Commissioner. 

Mr. Canrrevp. I do not want to interrupt, but in passing, will you 
be good enough to name, in each ease, the Assistant Commissioner ? 

Mr. Winkie. Yes, sir; I shall be happy to. Unlike the old setup, 
however, under reorganization there are two Assistant Commissioners 
who have been given direct-line authority and responsibility over field 
activities, and who function under the general supervision of th: 
Commissioner. One is the Assistant Commissioner for Operations. 
That is myself. The other is the Assistant Commissioner for Inspec 
tions, who is Mr. Hoppe. The third Assistant Commissioner is the 
\ssistant Commissioner—Technical, Mr. Sugarman, who is here today 
with us. 


OFFICE OF THE ASSISTANT COM MISSIONER—OPERATIONS 


The Assistant Commissioner for Operations, in turn, is assisted by 
six staff divisions. During this hiatus period we are going through 
in changing over from the old system to the new, these divisions, in a 
sense, act as quasi-operating divisions. My own conception of it, as 
I have explained frequently to the division heads, is that of a board 
of directors or a partnership arrangement. Each of these divisions, 
in turn, is responsible within its own functional sphere for the plan- 
ning and programing on a Nationwide basis of the audit work, the col- 
lections work, the appellate work, the intelligence work, and the 
alcohol and tobacco tax work. Finally there is a sixth division, the 
Field Management and Planning Division, which acts as the cohesive 
agent, so to speak, to bring together on one level the problems common 
to these various functions. 

In sesage it was fe = that under this type of an organization it was 
necessary to have in Washington some office that will pull together 
und © odin ate thee various functions, and make certain that a proper 
balance is maintained among them. 


OFFICE OF THE ASSISTANT COMMISSIONER—TECHNICAL 


The Washington level also reflects a functional approach to the 
sureau’s problems. We have been talking about operations. I would 
‘to talk for a moment now about the technical work. I explained 

er, in connection with the prereorganization setup of the Bureau, 

how difficult it was to level on our various programs because of the 
way in which responsibility and authority were scattered. That is 
true not only of our audit responsibility but it was equally and shock- 
ingly true of our ruling responsibility. When you had numerous 
autonomous divisions m: setae rulings to taxpayers, frequently on mat- 
ters in which the divisions should have a common interest or as to 
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ich there should be a uniform rule, it became very difficult really 
level on the overall ruling problem. 
Phat has been done, I think, under reorganization, by putting all of 
e technical work of the Bureau in the oflice of the Assistant Commis 
oner—Technical, Mr. Sugarman, here. I will not attempt to explain 
n detail, since he knows more about it than Ido. But the purpose 
doing that, as I say, Was to bi ing together into one office the ruling 
esponsibility that had heretofore been scattered and fragmentized. 
The Assistant Commissioner—Technical has no direct-line super- 
son over any field offices. He is, however, ot necessity concerned 
th the problems of the field because, in a very real sense, the work 
ontent of the field service of the Bureau is technical in character, and 
onsequently there is the closest kind of relationship and liaison be 
ween the office of the Assistant Commissioner—Technical and the As 


stant Commissioner—Operations. 
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Thirdly, we have the office of the assistant commissioner inspec- 
tion, Mr. Kdgar I. Hoppe. That is another de parture from the old 
type organization. It places the inspection function of the Bureau on 
the same level as technical and operational aspects have been placed 
ind at the same time keeps it completely independent of operations 
ind technical. The Assistant Commissioner—Inspection reports, as 
you will note, directly to the Commissioner. He has a three- part job. 
He is responsible for what we call the management or operational 
iudits conducted in the field offices. He is responsib le. too, for the 
so-called fiseal audit ; that is to say, the financial audit of the Directors’ 
offices. Lastly, he is responsible for what we sometimes call the in 
tegrity audit; that is to say, the carrying on of employee misconduct 
investigations. 

As you may know, about a year or more ago, the Bureau decided to 
iudit ‘all returns filed by some 50,000 employees fora 3 year period, 
employees who had contacts with taxpayer's. The assistant commis 
sioner—inspection is responsible for that program. He is also re 
sponsible for the examination of the periodic questionnaires that are 
required to be filled out by emp loyees who have ti iXpayer contacts, the 
questionnaires getting into ri ather detailed information as to their { 
nancial status, and so forth. 
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The assistant commissioner inspection does have a field organi 
zation. He operates through chief Inspectors . 16 in number. who are 
located in the same cities (except in 1 instance, Detroit) where th 
district commissioner's office is located. The chief inspectors conduct 
these periodic examinations and audits of the directors’ offices as well 
is the district commissioners’ offices and then report their findings adh 
rectly back to the assistant commissioner Inspection. They have no 
direct authority to instruct a director or a district commissioner as to 
it mr ular procedure or to install a new program. At the same time, 
it isa team proposition and we are trying to instill in both the district 
commissioners and the chief inspectors the absolute importance of 
their working in harness on this program. 
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The district commissioner should look upon the chief inspector a 
friendly confidante that he can turn to at any time when he has 
problem and get some pretty sound advice. In actual practice wh 
happens, when a chief inspector checks an examination report, he w 
discuss with the district commissioner and the director those thine 
which can properly be discussed with them with a view to seeing what 
can be put into effect or corrected, before the report actually comes into 
Washington. The report, of course, is complete as to the findings, 
but we like to hope that by the time the report comes in to Washingto 
in the vast majority of cases, the chief inspector and the district con 
missioner and the director will have agreed that this thing should be 
done and that it has been done. 


COM MISSIONER’S STAFF 


The three Assistant Commissioners, in turn, report directly to the 
Commissioner. ‘The Commissioner’s office is also aided by four other 
issistants: One an assistant to the Commissioner, Dr. Atkeson, who is 
also the head of what is now known as the management staff and 
concerns itself with broad-gage, forward planning that cuts across the 
entire revenue picture; an administrative assistant to the Commis 
sioner, who is responsible for the administrative, personnel, budget, 
and training functions on the Washington level; an information offi 
cer; and a technical reviewer. 


OFFICE OF THE CHIEF COUNSEI 


The Commissioner also has available to him the legal advice of the 
Chief Counsel. The Chief Counsel is responsible administratively 
to the Commissioner of Internal Revenue but is subject to the profes- 
sional guidance of the General Counsel. The Chief Counsel, in turn, 


h isa field organizat ion over W hich he exercises direct-line supervision. 


FIELD STAFF OF THE CHIEF COUNSFI 


Paralleling each District Commissioner in the field, there is an office 
of the district counsel which, in turn, is made up of a civil advisory 
‘ounsel, an alcohol and tobacco tax counsel, an appellate counsel, and 
an e — ment counsel, the four functional areas here tying in with 
the incipal functional work areas of the Bureau. 


REDUCTION OF OFFICIALS REPORTING TO WASHINGTON 


lhe organization, as it is established today, does permit of a much 
more intelligent approach to the overall planning and programing 
responsibilities of the Bureau. In addition, it cuts down, from some 
150 to 17, the number of field operating officials reporting to the Wash- 
Ington headquarters. 

It makes for a tighter organization in terms of supervision. It also 
represents a safeguard against possible corruption in that much more 
emph: isis has been placed upon the inspection activity under the new 
plan than had been placed on that phi ise of our work under the old. 

T mentioned earlier that there was a director of internal revenue in 
each city where there was formerly a collector. I mentioned also that 
there were 17 district commissioners. The chart that you are looking 
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it now [pointing to map], which shows the geographical boundaries 
of the districts, reflects the locations of both the district commissioners’ 
iflices and the directors’ offices. 

Mr. Gary. Before you leave this chart, Mr. Andrews referred to two 
idditional officers that he has brought in recently. Where do the \ fit 


/ 


DEPUTY COMMISSIONER 


Mr. WINKLE. There is a de puty commisslone} ot Inte Thi il Re Venue 
Perhaps Commissioner Andrews would want to speak to that ? 

Mr. Anprews. Maybe this would be the point at which I might in 
dicate to you some of the things we are thinking about. The Deputy 
Commissioner fits in right here under the Commissioner [indicating 
chart |. He will exercise full authority over the entire organization. 
He is, in grade and pay, at the same level of these three Assistant 
Commissioners, but his responsibility will be as my deputy to act for 
me in the event I am absent and, in the meantime, handle the job of 
overall supervision of the entire organization. 


PROPOSED CHANGE IN STATUS OF THE ASSISTANT TO THE COMMISSIONER 


[ might say also that I am thinking in terms here of making at least 
the assistant to the Commissioner who is in charge of what is called 
the management staff, which I think is more of a misnomer than other- 
wise, I am thinking in terms of putting him in the status of an Assist- 
ant Commissioner in charge of planning and research which, as I ex- 
plained in my opening statement, I regard as a very necessary overall 
function, 


In that case, of course, there would be another position here [in- 

1 I have also been thinking perhaps in terms of the 
sdiidaiaaes ative assistant bei ‘ing brought down to that level rather than 
being merely an appendage of the Commissioner. That I have not 
fully thought through and I am not sure that that is what I will do. 
I am reasonably certain, however, that this oflice, the assistant to the 
Commissioner, will be put in the status of an Assistant Commissioner. 


STATUS OF THE CHIEF COUNSEL 


Also I might mention that the chief counsel is not at present entirely 
under the control of the Commissioner. He is more under the control 
of the General Counsel of the Treasury Department and necessarily 
so since, up to the present time, the General Counsel has to approve, 
for the Secretary who retains to himself these functions, such mat 
ters as closing agreements and compromises, and things of that kind. 

Now, if and when the Secretary divests himself of those functions 
by delegating them to the Commissioner, then the chief counsel will 
become administratively and functionally a subordinate of the Com- 
missioner which I feel strongly should be done and which I think the 
Secretary is quite agreeable to. It has not been done up to this time 
because of the fact that we have not yet gotten to the point where we 
can tell the Secretary all of the things we want him to divest himself 
of, or we think he should divest himself of. He is, however, inclined, 
I think T may say, to make the Commissioner as autonomous 4S pos- 
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sible, and in that case the chief counse| would become one of the pl 
( ipal office rs of the Bureau and responsible to the Commissioner. 


ASSISTANT TO THE DEPUTY COMMISSIONER 


The second man we brought in is an administrative man. He 
presently working with the Deputy Commissioner but we have in mii 
reassigning him at least temporarily to other duties because I th 
he is an exceptionally able person and although we may later bring 
him back into the office of the Deputy Commissioner, the chances ar 
that we will put him in some other position temporarily to get som: 
things straightened out that seem to pretty badly need straightening 
out. He will operate ultimately, I imagine, as he is operating now, 
as an assistant to the Deputy Commissioner. 

Phat, in general, is the way the situation looks. It is my idea that 
planning and research at least is a staff function of pretty high orde: 
and we want to get it ina position where it will not be just an ap 
pendage of the Commissioner’s Office, but will have overall authority 
over the entire organization as far as proper organization and proper 
administrative procedures are concerned. 

We have not thought in terms of any change down in the field or- 
ganization. In general, it looks all right, with the exception of the 
fact that I am not certain that we want to leave the chief inspectors in 
the field. I am thinking in terms of perhaps handling the entire in 
spection operation out of Washington. But if we leave it as it is now, 
and in order to avoid the chief inspector becoming too much a part 
of the field organization where he is located, the chances are that those 
men will be moved pretty frequently from place to place, I would say 
per h: aps every 5 vears, because actu: ally r 

Mr. Gary. You have a chief inspector's office now in ever district? 

Mr. Anprews. In every district: yes, sir. 

Mr. Winx te. There is not any in Detroit. There is one in Cleve- 
land that handles Detroit. Other than that, that is true. 


RESPONSIBILITIES OF THE ASSISTANT COMMISSIONER-——-INSPECTIONS \ND 
HIS FIELD STAFI 


Mr. Anprews. So my idea is that the chief Inspector ¢ ‘rather the 
Assistant Commissioner in charge of inspections, is a sedi important 
fellow, for the reason that he is a man who keeps the organization on 
its toes and keeps it honest ; not meaning to indicate that it would be 
dishonest necessarily, but this is a big organization, it is spread all 
over the country and unless it is controlled in that manner it can 
easily vet out of hand. 

This officer, the Assistant Commissioner in charge of inspections, 
would be mere to make administrative inspections of every office 
e have got, at least once a year. That is to say, he would see whether 
they are diaweiie job properly and probably in the meantime the head 
of every office—that is, the district commissioners and the directors, 
will each be required to make “ Inspection also of each office at least 
once a year. So that when the chief inspector comes through and 
makes an inspection, he will want to know why the distriet commis- 
sioner, for instance, or the director, as the case may be, did not find 
something that he himself had found wrong and would want an ex- 

planation for. 
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In that Way we think we can keep the organization on their toes: 
that is, the field organization on their toes and at the same time make 
an inspection in the field helpful to the district commissioners and 
the directors of internal revenue in keeping their organization prop 
erly organized and going as they should. 

In other words and in short, what it all boils down to is that the 
units of authority directly under the Commissioner will be extended 
to 4, possibly 5 by putting planning and research under an Assistant 
Commissioner and, of course, if we get our Chief Counsel, then this 
line coming up from the Commissioner and running around all of 
these Assistant Commissioners will be on the same level with them as 
part of the staff. 


BIOGRAPHICAL SKETCHES OF THE DEPUTY COMMISSIONER, ASSISTANT COM 
MISSIONER, COMMISSIONI R's STAFF, DISTRICT COMMISSIONERS, DIRECTORS, 
\ND CHIEF INSPECTORS 
Mr. CANnrieLp. Commissioner, will you at this point in the record, 

have inserted a bi ief biographical sketch of your Assistant Commis 

sioners and your aides at headquarters and, responding to the request 
of other Members of Congress, I think it would be well for you to 
name all the district commissioners and all the directors, indicating 
in each instance those who have had experience in the Bureau and 
those who have not. 

Mr. Anprews. Yes, sir; we shall provide that. 

(The material referred to is as follows :) 


DEPUTY COMMISSIONER 


©. Gordon Delk, Jr., Deputy Commissioner, born in Smithfield, Va., on Decem 
ber 2S, 111, is the son of ©. Gordon and Frances Tulloss Delk Hle studied 
accountancy at George Washington University, and later earned an LL. B. degre: 
from Southeastern Universit) He is a member of the bars of the District 
Columbia, the State of Virginia, and the Supreme Court of the United States 

Mr. Delk entered the Government service in 1928 us a messenger in the General 
Accounting Office le served as a member of the staff of that agency's Invest 
gations Division from 1933 till 194z In 1942, he was on loan to the Senat 
Committee on the Reduction of Nonessential Expenditures, and in July of 
year transferred to the Office of the Comptroller General 

ater advancing to senior administrative analyst 

From February 1948 till February 1944, Mr. Delk was on 
Department as principal mission officer with the North African Economic 

staff operation under the Commander of Allied Forces 

Mr. Delk returned to General Accounting Office in February 1944 as 
dministrative analyst, and in January 1945 was made sists secutive 
of the agency In July 1945 he became assist: dire 
Corporation Audits Division, which was org | 
Commissioner of Internal Revenue T. Coleman 
capacity until December 1951 when he left 
engaged in banking and farming enterprises 


special consultant to Commissioner Andrews 
ASSISTANT COMMISSIONER (OPER 


Justin F. Winkle, Assistant Commissioner (Operations), born January 30, 1 
in Seneca Falls, N. Y., the son of George J. and Anna Kirk Winkle, has bee 


the Government service since 1927 and in the internal revenue service since 1! 
He entered the Government at 16 as the result of a messenger’s examinati 

and was employed in the Government Printing Office Hie later attended Ge 

Washington University and, following his entrance into the Bureau of Internal 
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Revenue as a clerk in 1934, studied law at Columbus University, from which hy 
received his LL. B. degree in 1937 

After serving in a number of capacities, in July 1987 Mr. Winkle was promoted 
to head of the Rules and Regulations Division of the Employment Tax Unit 
of the Bureau, serving in that position for 16 months until his appointment as 
technical assistant in that unit in November 1938. 

In January 1942 Mr. Winkle was promoted to the position of technical advisor 
to the Deputy Commissioner of the Bureau’s Excise Tax Unit. Part of his 
work in that position was to assist in the organization of the wartime excise 
tax program. His services to the Bureau were interrupted by 2 years’ duty ir 
the United States Navy He returned to the Excise Tax Unit in March 1946 
and shortly thereafter was transferred to the Commissioner's management staff 
where he played a key part in the Bureau’s management improvement program 
He became assistant head of the management staff on June 15, 1948. 

In addition to his Bureau activities, Mr. Winkle was a member of a mission 
to London which surveyed certain management aspects of the British tax systen 

Mr. Winkle was appointed Assistant Commissioner of Internal Revenue on 
September 18, 1951, and, under the reorganization plan, became Assistant Com 
missioner for Operations on August 11, 1952 

He married the former Miss Virginia Magill. of Washington, in 1988. They 
have two daughters, Mary Claire and Kathleen, and they reside at 241 Quackenbo 
Street, NW 

Mr. Winkle is a member of the District of Columbia bar 


ASSISTANT COMMISSIONER (TECHNICAL) 


Norman A. Sugarman, Assistant Commissioner (Technical), was born at 
Cleveland, Ohio, on September 12, 1916. He is the son of Mrs. Esther Golstei: 
Sugarman and the late Simon Sugarman of Cleveland. 

He was graduated from Western Reserve University, Cleveland, in 1938, wit] 
the degree of bachelor of arts, and graduated first in his class from that uni 
versity’s law school in 1940 with a bachelor of laws degree. He is a member 
of the Ohio bar 

Mr. Sugarman entered the Bureau in September 1940 as an attorney in the 
Office of the Chief Counsel He held the position of attorney with the Legis 

tion and Regulations Division of that Office from 1940 to 1949, except for 
a period of military service with the United States Army from August 19438 

ntil December 1945. His service, most of which was with the Field Artillery 
cluded duty in France and Germany. 

From April 1949 to November 1951 he was special assistant to the Chief 
1. He was appointed assistant head of the management staff on Novem- 
ber 11, 1951, and held that post until July 1, 1952, when he was named Acting 
Assistant Commissioner 


Counse 


Mr. Sugarman was in charge of plans for organization of new offices under 
he reorganization of the Bureau of Internal Revenue. He also was a lecturer 
I at the George Washington University Law School and a contributor to 

i mm tax matters Ile served as editor of the Federal Bar Journal) 
mber 1950 to March 1952 


dtoM Jean Green of Cleveland in 1940. The Sugarmans, 
S408 Donnybrook Drive, Chevy Chase, Md.. have four childret 
Elaine, and Nancy. 


\NT COMMISSIONER (INSPECTION ) 


Commissioner (Inspection), was born at Thorn- 
He is the son of Emil C. and Helen Schroeder 


olumbia and Texas bars, he attended the Uni 

er School of Law, San Antonio, Tex. In 1946, 

iccountant by the State of Texas; and in 1951, 
' Supreme Court of the United States. 

oyment as a control clerk, Office of the Collector 

The date of this appointment was August 1 

an internal revenue agent with post of duty 


ecame his post of duty in 1938S as supervisor of ac 
d in 1945 he was transferred to Washington to head the 
ections Planning Division. 





669 


Mr. Hoppe went back to Dallas in 1947 as technical adviser to the technical 
iff. Washington and Dallas both claimed his time in 1948, when he was 
med Superviser of Accounts and Collections at Large In 1949, he was named 
adviser to the management staff, Office of Assistant to the Commissioner, 
ashington. 
1 October 1948 Mr. Hoppe was assigned to assist the management engineer 

g firm of Cresap, McCormick & Paget in making an operational and organiza 

ial survey of the internal revenue service. From November 1949 to January 

950 he was on special assignment to the investigative staff of the House 
Appropriations Committee. From June 1, 1951, to September 26, 1951, he was 

au assignment to Western Germany for the Economic Cooperation Adminis 

ition, reporting on tax administration in that country. 

Mr. Hoppe returned to the Washington headquarters of the Bureau after 

e completion of the above assignment. He assumed the post of Director 
Inspection Service, on September 27, 1951, to which he was named while on 
ssignment in Germany. 

On March 20, 1928, he married Novaleen Williams of Thorndale, Tex. The 
loppes, who live at 2822 Abingdon Street, Arlington, Va., have five children 
Mrs. Glenna Jean Hoppe Molander, Marianne, Carolyn Sue, Edgar E., Jr., and 
Leonard Franklin. 





LWIWO XEL 
yadsuy anu 


J 
j jeusequy 


niqdppeldd ¥d ‘erydyepetd 
*HOTSsTAIC 48] [Oyouv xB] JOYyOO|V ‘asiBy) ul 
lV Sostasadng youisiq | -uol Oi1g JO TReIDE 


‘JOMATAIY juesy ‘enues 


yAuBYyY) Ul 
‘oyoodsu] anusAdy 


jUVTYy enusrdy [BU 
juBISISSy “XB 0a9Rqo.] 


OISstUIUOG AINA 
ut AvUusoyV 


yO“! AIC] BATIBI 
JUBISISS V 1QSLAPV 
UU ‘enueAIy yeusojuy 
) WO SLATC] 

10 sjredd y uo 209} 


Mig ‘1eqMe | ‘UHOISTAIC] 


ayy jo Alt 


uoT}eUultoO yuo eda] 


lwWwoO uUuoTeU 


) ay} OF JUBISTS 


) ‘prop ‘ysApeuy 
jeuy oy 


SsIyt 


TAT 





[Bl 


od s 


UOTSTAIC] 1193 Uy] 


Z1ByO Ul yuesy [eT 


-d UIST [IIT 


pad 


1jS0d 
ju03 
QO PUIsIg saws | 


1Uea nusAdyY [VUE UT ‘10 00d 
WAVY [VUIEIU] ‘10j9aT[0D A 


1 queasy jevedg 518 
eds py ‘asieyoO 
dS O] JUBISISSY ‘yUezyY 
ZIT enusA 


VY onusa0y 


TADY 


-SIDIUIOD 94} 03 JOSTAPY [voTUyIaT 
‘JeUOssTUIMIOG, Ande ‘!uoneziyiqeig 
Aiv[eg jo Jouoysstum0g AInded 
JUBISISSY OISIAIGT XB], JUSTO 
-ugq ysnf UD JOYO -410syA 
“pV [voruy 1BJUOD PUB JOIpPNy 
dnois JIpny sO puv plery eyd 
Jago dnoip yuesy onueAsY [BVUI0}UT 
“MOISIAIC] GOUOZI[JOIUT Ul JUeZY 
[vlvedg JuBISTSSY puv Jue, [vloeds 
/UOTSIATC] XB], 9UODUT PUB ‘UOISTATG 
XBL SNOSUB[[EOSTTY “SUOTIZI[OD puB 
SJUNODVY Ul JUVSY ONUVAVY [BVUI0} 


“9010 109 JIIGO 
) {ues y onu AVY [VUse JU] 
enuVvAdY =[eiuleyuy JoTuny 








use sveyINog 
“1Bq 
ureur Sq'y’T ‘Avs 
YSBM 95109£) 
If) UseysveqyNog 


yenpBin 
18q BIZ 
juloml ‘souepuodsel 

iq muy ‘A } 100104 
AmuapBoy ALBITI_ J0A 
eq BUBIPUT JO Jeqmoul 


vV AW } MNBAIC 


BSATOO A81g SBXAL ISOAA 


VW 


}sveqynog 


“eq 943 Jo 

Oa “TT 

ad ‘looqag MB’T 

ISI O [euoMNeN pues (ous 


isng spod Woy 


*£4010 
SJUBIUNOOY [VUOTIVUse {UT 
MB] SSeu 
-Isnq pus ‘ZuyjIpne ‘Zuljunoed 
-08 ul Ajepog BuyyuNoDDYy 
[VUuo]BUIIIUT molly 98 eouT} 
-100 ‘od9[[0O SSeuIsSnNg uBoOLIeuLy 
"90.10 
esaT09 woy Aout 
“Od 
yered 
ayenpesf) 


-O9 





“x8 'N 
‘qoreulsig, ‘T1681 ‘IZ Arne 


“SST 


U “96ST “8 OUNY 


*puy ‘Ayunop 
IBIZVT ‘PERT ‘IZ oun, 


ey ‘Aqunog9 
uoIsnoy, ‘Z6RI 


xa], ‘UqO'T ‘868I ‘*% “IB 


‘OW 
‘jeqruuvyy ‘Zest ‘Iz Aing 


‘oO “a ‘u03 
-Buryse Aa ‘96ST ‘ez “ues 
"*BMOT ‘2 pod 


1104 ZOBI ‘zz Ange 


“un09 


Iq ‘L681 ‘9 "1deg 


“UUT TW 
‘puomAey ‘0061 ‘6 “WO 


‘OW 
‘stno’y ‘39 ‘0061 ‘OI “3deg 


») "Oo sourg “IGF AMA 


o38orq 


(aq198eg) “Y sBITeq ‘suTs 
“(TTA 
sino’y) "¢ puouAey ‘youepoy 


BULTIV) “O UOSITA ‘“wMped 


310139(]) “ @B1004) ‘TRAN 


~(19A09q) "MAM AUB ‘ugoT 


“(ANDO WIOX 
) 


MON) “3 SoUsIBIO ‘CINEgsTIy 


*(a10ur 

Hed) “V JOqITM ‘uBqETTe_ 
(urey3uyor 

V Sjuoyy ‘Zuyurmery 


(Corey) “MA POYTY ‘Suyureyy 


“““((neg “Ig) soposyq,, *210q 


*(sIno’y 
‘q UsmioN ‘usulelysy 


2 
o 


4 


xo 
VG" 


4 


173 


2 
o 





SIAIC] 
‘10S 


18] 
A10d nS 





XBL? 
deur MUIAVY 
isu 


d opr 
Rd “suey 
ey jo Teel! 
{Ode 


IY Juesy ‘enu 


MUIAAY 
adsuy 


Aoy 
MOTAO} 
01) 


‘UOISTATC] SU 
rey Suc 


YUWIO 
ay 


lvsevuUut W 


) 


redy mnusaey 4 


Hels 


Joqu AW 


J 
UBISTSS 


[Biedg Buryoy 
[eioeds 07 UB SISSY -jUesy [eioeds 





LOY [BUJeIUT £104 
MUPAIY [BUIZU] *10,0eTTO; 
aay [e1oedg 031840 


BIVYO Ul JUESY onweaey [euse, 
ut SISSY [BoOTuUYyo 


1 


STA DY 
ndeq ‘uoe2iyK 
» JoUOISsTMITMIOG And 
SIAIGQ XB], JuUemLY 
UCD JeyO ‘10sta 
1gJUOD pus Joypny 
dnols IIpPNyY xO pue plely ey jo 
JaIYO dnoly !yueAy IDAVY [VUIZUT | 
“UOISIAIC] G0UeTIT[eIU] UT yuOs Vy 
[BPedg JUBISISSY pu JUeZY [eIoedg 
UOFSTATC] XB], OULODUT pure ‘UOISTATG 
XBL, SHOGUB[EOST]Y ION pur 
$}UN0005 }UMsY ONUGADY [t 








1oJT IY : ues y 
OY pNy 


Yy yeUlejUy] 


mur S'T'T ‘Aus 
IIYSB AA O3I004) 


I SBT} 


| ‘AjIssaatu II 
AIVIIPIPY 410A 
uy jo Joq ul Iu 
uy) MNS IC 


"VW 


SReyINog 


Ieq 91 Jo 
By yo 
ad | S MU] 
lug [BUOMeN pue Aoue 
000 V JO [COydg WIeqsB qInos 


sng ospoq 


“£9 
[VuoT Bul 
MBI SSou 
‘ZuTipne “Jul uno 
ul A13T00g 4uT UND Yy 
UuUOTIBUIO moj eyeogT 


09 ‘aBaT[OO SSOUISNgG UBOLIeULy 


t 


801001 
mo Aout 
O d 
£10) 81ed 
npeit 


ty 
< 


| ‘Teqrawery 4 


O ‘ad “wo 
SEM “O68 ‘Ez “UR 
BMO] ‘aspoqd 


te ‘y AT 


ZO6T “ 


“UUT TY 
mABy ‘0061 ‘6 “200 





“sIno’y “4g 


‘O qse0rg ‘qn MK 


) MOST ‘supe 


e21004r) ‘TS INT 


(9ATeGd) "MM AUB “‘uqo’y 


“(AND 40x 
) 


NBO ‘aMegsry 


*(aJouUl 


V J0qIM ‘ueqeren 
‘(Tey suru 
‘VY Soy; ‘suymumery 


(ofepng) ‘AA peyry ‘Zuyure,4 


09T,.L *2]0q 


stno’y 
‘@ UsMmION ‘usmelysq 





' 9S1INOD BUT LICIP Pozo] yep AWO 
3Y [eU19} Uy WAVY [BUJELU] “W100 ‘Bed | ‘YR JO Ajtsseatu ‘TH9?T ‘6681 ‘OI JVWU | OYVYT Wes) “] sepeyg ‘xoy 
<yndeq Ajatoog §,juRjJUNODYy 
PPA ‘yoryo Ajinded Ppl ‘yeuo [BUOTIVUIE{UT ‘aJeNnpess ‘suv9d “ouepy CAON 
{yndeq pred Jeo BYSISSY ‘1OjeTJOD Aynded [vetoed Z ‘oynqgmsuy = ypeormgoay, sae “PRIVIN “SO6BI “LI “UBs | “OUAY) “MA UysNVA ‘suBAT 
a “II ‘tddis 
‘1OPOdSU]T SUOISIAI(] XBL, VULOOUT “SISSIY JO AjISIOATUL) ‘sIBOA “ss (SSI 
D@TJOD Buyyoy ‘yoIUO ‘eITYseEQ “sojoeoD Ande Al ‘eynqmysuy Aseqyp py Braysar A ‘uosyov sf) somes ‘ssyooug 
ANUsAVY [VUIIIUT JO 10JDIT JOD “OSIT[OH [JeMor PUB TIVITIIM COAM 
1OPITJOO | ‘MveiNg sNsue,) Ul 1OJOOIIC] JUBYSISS ‘suvad ¢ ‘BYSBIGaN jo AjisueAtuy) ‘suusA0y) “ yuBlg *qIeID 
S1IVY YQ U 
pues sjyuNnooOYy jo JOSIA 
-IddNg :40}0a][O 0} JUBYSISSY *suoT} 
-9TJOO pus sjUNODOVY Jo UBTOTUYIe] 
jeanpeoolg ‘fUOIsIAIG XB, emooU] ‘PI ‘(910 
‘VINO yuRsissy ‘103001109 Aynded purée yy Jo si 8 OGD 4SSUIM “ZIGI “€% “908d | -HIPE) PeLY “I “UlPequreyH 
"1eq BIG 
OVD HWO WIN[OD Jo WLYsIC » neueel 
UOTSIATC, JIPNyY SUTJUTIODOY joes yur d ‘1'T ‘Mv'T JO [OOYoS UopWUT ‘O°q *u0oy | (s}jode 
JBIOSS VY | -JUNODDW [eqs¢ OUIpPNY {yIel OD ; -YSB A :OINIIJsu] SOV puB ode | -BurysuA, “LO6L ‘OI “Gey | -UeIpuy) Alt ‘Teqdmeg 
10OWIJOO Burpy 
myo ‘Agndaqd pred juBJUNODOR JTTqnd PysusoT]| XaAL “Wulod 
1 Aynded CYSIDATUY) JSTPOYIOJY VAIYyINOS | STM ‘POBT ‘8Z “AON Seed) “are ‘Sia “eqdurep 
enue yt f°N f'N ‘uepureg) 
[euseyuy J JUBISTSSY -npvid ‘aZa[OM sseulsng syurg | ‘40d MON ‘OBST ‘6z “BN @ uojsurppy ‘TTeqdureg 
Ayayoog ow (suey 
ent 10400 I ( I JBN Jaq U8 | ‘auT[9OIV YT ‘Z681 ‘BI “GQo4 ‘STULL M YW UWUA’'T xo} 1poIg 
{,a190g $,jut 
JUNOOOY [eMOT}BUIEIUT °'Ss “g ‘d ‘N ‘4o78uUI ow AiO sus 
JOMOLAVY i I l BjoOye(] YWON jo AysieaTup Siq ‘pO6l ‘OI IB yj uvey) "OO UMpy ‘s0I;RBMyoog 
807848 pozUy) 





WnOD Xe] 11OJIQ TORI 
UIpt Bq OpRlo[og 


aq “IIT ‘ie,u0eq 
2% MU] JO}STUTOIISS AA 
IBW l q ‘deAueqT jo AsJoatu I or) 
UOISLATC] SUOTJOe[JOF) Put 
jUNOOOY JQUOI c SIBOA “Ut By eByUByy 


sun H ploleyH “WbeH, ¥ 


SUOLITU 


Jue usted 


3 P 1Ll0dxe -x9 jUeTI 
“Za UVS1004 enueaez | <uas0n) uoljeoNp 0 coud pus o38q 
dds ¢ Le. ude t 


JO SIB0X JO sive, 


/ ‘ a 


yo buynsado fiay sayj0 ‘uoynwusofur yoorydviborg 





jyueur Ao; dur 


781g In 


LOps[OD An 
“aIN YN y 
1o00V -VAN 
L°Vd AM ‘S03 

MIC, 9BIS 
<yndaq 
}SISSV - 
*10POTOO 
O1}008 
WOISIAIC] 
18S 
QO jouU0D 
sy [epedsg 
[0D inde 
IADY [VUIOJUT Jo 
juesy [eed 
sy [eloods 
UB S}UNOCD 
enusaAsy 
y Ajndeq JuBISISsy 


Wexy YUBY 
UOTSIAIC] XBL, VUIOO 
HV9g Wpny jo Joyo 
PO ‘sopejog Aynded 
1Opa][OD 


payenpTis 
seujoyy seq 


sa[09 


17UN0008) 
Ps woe M 
sUUOY 
ul “V ‘d ‘O ‘Saeed ¢ ‘9010 
-“Wl0g Jo w2[0D jnHoTsVuUoy) 
‘avo | ‘ARSIOATUL) UWM0JOS1I004) 


9B9[[0D AVplop 


(tl 


‘souvMOy “OBST ‘cz “Ady 


uu0g “UPA 


8H MON ‘ZO6I ‘ZI “JBN 


uo 
“BULL “LIGI oun 


"(OTGO 


H ‘syooH 


CBE 

‘CURT VY) INST “MA ‘PULTIOH 
CAN ‘UAy 

HW ‘uBUTOPT 


SMO] ‘SOUIOW 

yuwg  ‘adyeyy 
C4Iqen “' yeulg) 

yeulq 4 ‘seAuTT 


‘CAM 


W “GM ‘ABIp 
(‘3819 *puy 
dey ‘ysynbusizgy 


uuog 
O}vy) “¢ semeg ‘UIBYyeI‘) 


[aq ‘uojuya 
-IIM) ‘“d Sputig ‘aleyelg) 


jUBISISSY ‘xB] 


, jueursoidmy ‘Jorqo 
NSTAIC] 8,40] [01JdUIOD ‘1edoey4 yood 
UOISTATG XB] emoouy = ‘*“UOl~es ssou 
uO ‘Agnded prety jerqo -sng jo joouss s,uoysneid 41y qiy 
IQ{U] JO 1OJOI[[OD SuUTy }UBISISSY “JIYSVO JUBISISSY J ¢ a29}09 “FW pus “y sesuByly ‘Apoow ‘16st ‘gl ‘90d *“yooy e[}4I']) “S UILO “ULApOon 
‘speodde 
JO 41N09 JOLIYSTP SeVIg pswyuy 
‘qnoD euleidns “§ "9 ‘ynoo 
ISTP sayVjg peyqup *qInog 
eweidng suTjolNO qiion 
a10jeq 1 soyjoRid Of pe yTUIpE 
‘sIveA Z soq] AWepry 
[BuOTIBNY ‘sawoh Z ‘SUT[OIBH ON ‘3ing ‘CON 
1UBABY [BVUJOPUT JO 1040% ‘ UWON (@4Nd) s8eJ09 AU. uyiney ‘s6st ‘02 Aine | ‘o1oqsueolg)) “WW UTApg “TTD 
{gndeq pletd Jerqo suy H 'N ‘yu}now H 'N ‘qjnour 
{gndeq ‘ya OD [eIs0g 1A “puelIny 38 peywonp| Z68l “Eg ‘00d -$}10,) WM uyor ‘1mUuAES 
a “TT 
put q ‘ljoouss MBIT 404 
MONT put (JISJOATU CUseM 
J H10O ANDO ] ' I I SHIM ‘quesy 





BILYO 


“oA 


IY 


[BulyUuy 


uo 
Japun jueUl 
id uot! 


"VA ‘10 
Cj duUBIsISsy I 
u 


iq: [wosI yA AI ut 
yO enn 


JUT IBAA JO DOO Ul A 
: q jo neoing 


x yord, l 
ad VdM A 


| 


d WUABIsSISSY PEF 


NISIAIG] VOUVSIT[eJU] ‘uesYy 

:juesy enusAdy [BUs9yUT 

[OO Buoy ‘as1e'] 18 suo! 

1B SjUr y jo I 
[Bint 


d9[[OD JUBISISS V 
O fx uemAo Td 


sjuejuNnovYy 


gnd opepng | ‘oepng 


ATU() UOT 
pus Aje0g 
[BuO BUIE4UT 
Gul0d ‘AYISIOA 
{Q ‘as0][0D sseu 

19D WOPSUTUATT MA 
‘AUSIOAIUQ susenbng 
WOlJ SMBI J JOOP JO ea1%¢ 
a “IT ‘Aitsseamuyg o0qIVO 
‘gq ‘asT10D svm0yy, 3s 
“BUBISINO’] Ul "VY “d 
ug aeVesey Woy 
payejdu0g 
JOLIsSIC, pus 
19Ul ‘MBT JO 
wuNn[og jo een 
sng [Biju 


4 
£41 


XG BSC] 


48 SOIPNIS | 
“UQ 2181S ¢ 
“ISN SSI * 


aq,0ABT 


On SoUIB f 


Yds DITqN | ‘Alles 


‘suued Ul*V¥ ‘d 
wA[AsUuued 
OM 


UdATS 


I’ ‘BOseuuT yy JO Aqisseatuy 


IQ pus 
AjIssoAlu yp 
AA S4vqd 


GyTq jo 


lu of it poo1y4dp 


40130 


‘orqgo ‘Aqunog 


vq ‘dnssog ‘1061 ‘ZI “uBe 


oule’y 


X* CAN OTS} 
‘geet ‘ZI “3deg | -yng) “\L 8109p ‘UBMOHII 


*(orgo ‘snq 

‘0061 ‘8% “Qeq | -UIN[OD) JeruByIeN *‘1040OT 
“(8d 

‘uojuBlog) ‘¢ Ydesor ‘10, MB'T 
‘(eT ‘susejI9O 


‘ey ‘Yslieg 
881004) ‘JIqQuIe'y 


"49 ‘2 ‘el ouns | MON) 
‘BMOT | ‘Cr’N 

‘p061 ‘SI “UB | ‘YIBMON) “G 9NIg ‘oqMIe'T 
tl “CA8d "N 

BAA ‘6881 ‘8% "AON | ‘03184) souve 9 ‘quivy 

eq ‘eiqd Bq ‘q3mnqs}itd) 

681 “eT ‘Ady Zuy}08) “g puomABY “4j81y 
‘Coy ‘sInoy 

BABISNA) ‘1a[qIoy 


‘UU ‘Cun 
"AON WY mmyqiy ‘xouy 


(BA "M ‘210q 


BAM 
"N Weqoy ‘108 


Reo 
L wp 


*u00—SYOLOTZUIAG 


ould pus o38q 


bo. 





\ Oy 1e0Tg0 ‘ ; ‘ ni ,  As00H 
10}09[[0D BUOY 
Ajndeqd x Yo 
{yinoeg [BI 
plea 


¥ uoyeI0di0g jo ) 
IOPISTLOD 3 : voBwoO ‘10~e]09 Ajnded 
yUesY ONUsAVY [BUST 
exsIVYO UT juUesy ny put JBIISTUTAIPY 
-A@Y =[vUseU] 4C ‘ {IpNy {OUpNy 4UeyS|ssy 


‘10yeT[0g Ayndsq 
SUI SOg -1039[[OD 
of ¢ ‘I0;ENC Vd M 


I0POTOD 

OISIAICG] JUeTIQOL 

“ug ysnfug ‘peoyy yuRysissy ‘uols 

AIC JUSUIQIUY ysnfayQ jo joIyO 

dNOIf) [9d1IBJUOD ‘190 O ZuTUTUIBX 

‘yuesYy eNUGADY [VUIe}UT 1104 

anuUsAsyY [eusejyUyT ‘sIweA E ‘IT A 

erul A pues Jueulyieded o3R19 ‘y419[D : vl t Fi I “ABLINIY 
*as1vYO Ul JUesYy 

1084 ‘JIMITAIY 


IBIPO jUesy onusady 

owen juedacqyT IBA, Ul YO 

SIVYO U a3y onusAdY [BUIOIUT 
JOJIPNY -1SUVISSTUIMIOD -0S1BY () U SY WNUGAGY [VUII}UT 
WHISK JUBISISSY 943 0} JUBISISSY ‘ese Ul JVSIISIA 


OF JULISISSY VBATNIX GY | -UT SNOVULT[IOSI]Y ~YWO Zuruywexy 


40}09[/[9 D 





2°93 ‘48q ‘8 “CAB 'S 
qmnog jo Ayssoayuy *ueeps0q V¥ ‘006I * any | ‘useepieqy) “O ‘uM “STAM 


“‘quasy enueAey jeu 7 ques y 1 I { ‘e1048C 
UOIsSTATC, que euljoleg WHON ‘ay Boyti4eo 
‘peox] JUBISTSSY 7 “2 2 ‘ (gouepuodset10o) 
enuesesy [euUle} : Ayotoog ,SyuByUNOD'Y jeuoy}eU N | “(0190 
-19qU] ‘sqpok Z ‘ayNIISUT 8d “Tl uve | ‘TeuUpUTO) “y Tessny “OTe 


quesy enusaey [euseiUy] [eulojzuy +40 f ¢ f srOunI Jo AqSIOA 
ug pepue}}8 ‘gynyiysuy A184 : N | ‘(xOW 'N ‘anbaenb 
ITN OOTXoN MON JO o7enpBly king | -nqty) "d ueydajg ‘TSePLA 


d‘O : “CTI “PIER 


Ayne | -Sujid "H yseulg 


y09T10 
1QSTAPV [Bel 
adg so;ues 
qyeguy =U yuUesy 
cyndeqd plead Jet4O 10400] 
og Aynded -x8J Ayan 
*yrqo qsissy ° xB] — 
JUBYSISSV ag yp ( | 41 43 c 
STATIC] XBL, a ati : ‘spol a jo AqSIOATU /) ing e4e'T “806 
“k N ‘ X‘N “CAN ‘osno 
ras ‘248 wise ‘pert ‘1 “Ady -e1fs) “¢ qUBIA *ASSoUYysNBYS 


“susuey pus sex »L UV . 
‘ a ‘<qssoAtuy, «=: SUSUR 


S 


‘eszIeyO Ul 
dg jUBYSISSV 


pATUY), AIOUIY BLA ‘291 “BLA ‘aTTTAUOS 
1 ‘¢ "PO | “MBL “MA gyine’y ‘uosuTTUIOT, 


A4ISIOA 
‘sarq{sseATU 


N ‘AHO (“S88 
‘gz gung | ‘u0jsom) “A sewoy ], ‘UoTuBS 


t 


‘CH 


iq “JeQnes 


19,1, ‘@T1}4 
‘go1juno0yY 


\LOAUIA 





BIQSTUTI 
YIO 


18ISY 


OY WNUVAVY [BU 


plvog wopeziyiqt 
SBM UBULITBY YD [BUuOTs0 


,SUBIOII A 
}UBISTSSY 
OH 


u 


IST MA 
xouy 


BURT} ¥) V neg ‘suryuey 


SHYOLOAdENI ARIHO 


' oy T 
sTOq ) UTATRY “T0311 M 


71V 
*xyu @ UOSsTIM “Poo A 


e110 ‘AIO 
“POST “82 BULOYRTAO) “A [48q “UVUrssy A 


‘ONO ‘eu "(OIVO ‘puxy 
“TO6T ‘EZ “2B ‘DO JoyIVT ‘SUBITTTM 


euyeyy “isn 
MA 





al Lo) hans | +0 
L oun I ‘JeIGO JURY V 19 | VY add 
"93IVYO Ul ‘sU0TI9E][0,.) IAI XB], SuIssvolg ‘JayO ‘4490 UlOISBIYIION "SSB yy 
pue syunoooy Jos|Asodng > (4499) 10JO9][OH Aynded *‘1asdU9SS9 JV oF II 
“@IALOg UOTION ] ‘leq ule yy 
| PVIg 4WUuBy[NSUOD PUB JOSIAPY XBL 
-OD1V'T JB SUOTJVI[OD PUB S}JUNODDY 
‘losjAJedng fuBpruyoeay, [eINpeoolg 
VOIAIJOS UOT} -40p~oaJO. OF JUBISISS VY -SUOTJI9[ {yoo “BV OUTTA 
-vdsuy 1 ‘JequUIeWyY PVs | -[OO DuB sjunodVy ‘JostAJodng ‘yD -OS SJUBJUNODDY [BUOTIVUIE,U] ‘ZI “AON § piemopH *yQiuIs 
“10qosdsuy] JOO 
Suljoy ‘asieyO Ul suowosjlog pus 
sjunoosoy ‘lostAledng ‘suoTo[[og 
pue sjunoooy ‘iosiAJedng ‘jyuesy uu 
WAVY [BUJU] ‘1OyoTOO Aygndseqd ( I ‘tz “Ady 
1oqoods 
ul JOGO Junyoy ‘esieyO ul suoy 
o]J09 ~puB sjuNOVDy ‘JosTAJodng 
-O21BT 48 oNpea[oD 8 sjunoo 
oy ‘OSIAJodng 10D put 
It SJUNODIY ‘JOSTAJadNg ‘JeIYSeD ‘suoTy 
NZ99I[0D pu w sjunoooy ‘lostAJedng 
$}UNOD0Y ‘lost Alzodng WAVY [VUlIU] !Y4LO Wpny 
40} 
[euolzey 109VS1}SOA UT 
104 ig ‘Agndeqd pled Jory ‘uors 
-BUIPIOOg [But YW) AIG Pld ‘JeIUO UOIAId ppl 


JOJVAISOAUT [BVUIWIID | jayO JuBISISSy {yndeqd 
sur} oO 
ZIVYO Ul JUBISISSY ‘JOIUD Anois) ‘ess 
juesy [epedg yuyjsissy juss Yy [Vloedg JUBISISSY *4U 
‘1oyovdsuy joruD 
SUOTP2LOD 
JostAJodng :es10'] 
ICOM puB syUNOVVYW Jo «1 


Ved 
SUuOTPI[OV puB sjyUuNODyY 1oulT]]T JO AisSJoATUy ~ 
dng NUBAVY, [BUJU] I ' 


 ‘9uIBV”d DION Jo AjissoA 
pei “wT a ‘A3010 
urjune 
ojdip 
uy) 


M31 HIOK 
‘jooyog MET WlOyNs oysog ‘6681 “Fb “Ady MON) “f YUBIQ “YSVUBABH 


a 
SUX9], ISBy 


yay weqyN 





{VQ sesuBy AjISIOA 
V ‘odaTJop winqyse 





eal 
JAdSNI AGIH 


eoue eoueted 

Lio ‘ ) oul 

VZ]UBZIO@ JOPUN 4I Iss ’ nano xo JUeUI 
juIOdds 03 10d 1UeAGl UWIGAOF) 
JO S1B9A | JO SBA 


penuiyuoyg—s)p1yJo burnsado fiay sayjo ‘uoynwusofur 


jpat (dviboig 





SUTUOUL § yz 
S + 


yd 
eIy 


soir) 





680 


Mr. Canrieip. Now, for the purposes of examination on the 1 
organization this morning, with the concurrence of the committee, |] 
am going to reverse the usual order of examination and at this tin 
defer to Mr. Vursell. 


GEOGRAPHICAL ORGANIZATION OF THE DISTRICTS 


Mr. Anprews. I wonder if I may say one word about the geograp! 

al organization of the districts, because I think I should point out 
to you that as of right now I am not happy about the geographi 
lineup. There are some spots there that probably need to be change: 
It is entirely within the realm of possibility that the number of d 
tricts will be reduced by enlarging some of the present districts an 
rearranging them. 

I am not at all sure that we need 17 districts and, obviously, if 5 
can reduce the number of districts, then we can reduce some of 1 
cost of operation. But I donot want to make a promise on that becat 
I do not feel I know enough about it now and I know I will not know 
enough until Mr. Delk, the Deputy Commissioner, finishes his study of 
the reorganization and we mad positively that that is what we ar 
gol oetodo 

We do know that there are some geographical problems. For 11 
stance, there is one right here [indicating on map], where you ru 
all the way from Virginia to the tip of Florida. That is an awful! 
long way. It may well be that something will have to be done about 
that. 

Again, over here, in Arizona, we have Phoenix reporting to Den 
ver which by train is 2 days away and by plane is 6% hours wit! 
2 changes en route. Phoenix, on the other hand, is a matter of hours 
by automobile and just a matter of an hour and a half by plane from 
Los Angeles. It may well be that it would be better to put Arizona 
under Los Angeles. I am not sure about that. There are some a 
guments against it and, of course, there are some for it. But, generally 
speaking, I am not sure that we need 17 districts. 

Mr. Gary. How many Federal Reserve districts are there? 

Mr. Anprews. Twelve, sir. I thought in terms of Federal Reserve 
districts and for a good reason, because our money flows into them, 
wr to the Federal Reserve ultimately at least; but I am not sure, from 
our point of view, that the Federal Reserve districts would be exactly 
the kind of a setup we ought to have. That whole thing will be re 
studied, and is being restudied and we may come up with a different 
picture. 


Mr. Canrtetp. Mr. Vursell. 


COMPARISON OF NUMBER OF EMPLOYEES, BEFORE AND AFTER 
REORGANIZATION 


Mr. Vourseti. Mr. a I am very much impressed with 
your ability and your enthusiasm to do this job. I realize that it is a 
tremendous job that hi as to be done in order to satisfy the American 
people that there are improvements that your organization will make 
which will redound in a greater confidence in your service on the part 


of the people. 
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I am impressed with the fact that you want to tighten up on super 
vision, which will help to bring about a better atmosphere and I feel 
ertain greater confidence. 

Few men, probably, envy you the splendid opportunity you have for 

public service. But, getting down to a comparison of these charts, of 
urse it is obvious that you feel that you will get greater efficiency 
under the new organization. If you get greater efficiency under the 
ew organization you will be able to carry the load more easily than it 
hi as been cs arried. Then the question arises as to whether or not greate1 
ficiency will make it possible for you to carry that load easier and 
herefore the natural question is whether you will require more em 
loyees at a greater cost or whether it will tend to require a lesse1 

umber of employees at the same time getting an equal amount or a 

eater amount of taxes because of the efficiency of your setup. 

[ think that is a question that the people generally would be inter 
ested in and for that reason I would like to have your comment as to 
whether this overall managerial organization setup will require mor 

r less employees. 

Mr. Anprews. I do not see any reason why the organization setuj 

elf should require more people; that is, whether the organization 

ould be the reason for having more people. I might say that as to 
the probable changes in the present organization, as I have indicated, 
is not going to add one person to the setup. It will be more a matter 

f reassignment of channels of authority. If, of course, we reduce the 
1umber of districts, obviously we are going to reduce the a of 

people, because the people we are talking about or what we are talking 
ibout when we speak of reducing the number of districts is aed Ing 
administrative personnel ; not operating personnel. So that obviously 
f we drop from 17 to 12 districts we are just going to save that _ h 
oney, because it means that 12 districts have got to do the work of 

I am not saying that we are going to do that, but I am frank to ae 
hat we are thinking in those terms. And it is not at all improbable 

dant we will come up with that kind of a deal. I am not thinking at 
all in terms of more people. All of my thinking is in terms of getting 
the job done with fewer people, if possible, producing the effect of in 

vasing the workload that an sadivident can carry without over 
b abdening him unnecessarily or improperly. 

That is our problem in the final analysis. It is the same thing in a 
factory. I do not mean that we are running a factory but obviously, 
if you can turn out 200 units for what it used to cost you to turn out 
100 units, you are reducing personnel and increasing your efficiency. 

Now, on the other hand, as I pointed out in my opening statement, 
our problem is personnel, manpower. I know that if you would take 
the number of people presently employed in relation to the number = 
tax returns that we have to handle as against what used to be the case 
before the tax base was broadened, you will find that the Bureau a 
not grown faster than the workload that it has to carry. My recol- 
lection is that the two move about together. So our problem is pri- 
marily how much work do you have to do and how much work can 
you expect of each person, how many units of product can each person 
turn out? And so all of our thinking is directed toward increasing 
the number of units of work that an individual can turn out so that 
thereby we are able to increase the number of returns that we can 
audit as far as that is possible, without increasing personnel. 
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Also as I pointed out in my opening statement, however, we kix 
without having to exhaust our thinking on the subject that we cann 
audit all the returns. We have to audit merely by changes and i 
provements and efficiency. That will not solve all of the problem. 1 
will help us to increase our production but in order to do a full job 
it would take a great many more people than we have now; there 
no question in the world about that. It will take a great many mor 
people before the law of diminishing returns sets in and begins ti 
make the increase in personnel unproductive, or rather makes the cost 
be out of line with what we are getting out of them. 

We are so far from that now that that is not a matter of concer 
to us at the moment. 

Mr. Vorse.u. I can understand that as the population of the cou 
try grows, and as we grow industrially, and as more business is done 
and the whole country grows economically, those who collect. th 
taxes, which has become one of the major jobs i in Government, afte: 
they have devised all possible means of getting efficiency, must in 
crease the number of personnel along with that growth in the country. 

[ am impressed with your setup, Mr. Commissioner. I believe. 
Mr. Ch: airman, those are the only questions T have. 

Mr. Canrtetp. Mr. Sieminski— 

Mr. Sreminskt. I have so three brief topics to take up; one deal 
ing with your organization, sir, another with tax returns from citizens 
living overseas and third, a clarification of public relations. 

May I have about 3 minutes to discuss those, Mr. Chairman ? 

Mr. Canrretp. You may proceed. We are not limiting the members 
in time. You have waited a good deal heretofore, and I want to give 


the men at the end of the table as full an opportunity to ask questions 
here as possible. 


ROTATION SYSTEM FOR FIELD PERSON NEL 


Mr. Stemrnskt. I appreciate your courtesy, Mr. Chairman. First, 
you do have a rotation system in mind for your district commissioners, 
do you not, eventually? 

Mr. Anprews. I have considered it, but I have not come to any 
conclusion as to whether the district commissioners should be shifted 
around. Asa matter of fact, I have been thinking in terms of a rota- 
tion system right down to the bottom. I do not think, as a general 
proposition, that it is too good an idea to leave an organization in a 
community indefinitely. I “think as a matter of good business we may 
have to come to some form of rotation, or some degree of rotation with 
respect to a great many of our people right on down the line. 


NEED FOR STUDY OF SMUGGLING 


Mr. Sieminskt. I notice you have a section for alcohol and tobacco; 
would you feel, in view of the great profits in narcotics and the smug- 
gling of gold, silver, and diamonds, that that general subject merits 
study by the Internal Revenue Service? 

Mr. Anprews. First of all, the answer to that is, Are you going to 
tax these things that you have mentioned for revenue purposes, or 
are you going to control them as a police measure? You understand 
that all of the things that you have mentioned are handled in the 
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lreasury Department direct. It happens that those things come 
nder the Assistant Secretary of the Treasury. As of the present time 

is my understanding that such matters are dealt with as police mat- 
ters. It goes back to the traditional function of preventing smug 
ling which is, after , the main problem involved, as I see it. I 
ould not have any aan as to whether that ought to be taken under 
ontrol by us as subjects of taxation. I think that is a matter which 
eally ought to be answered by the Treasury Department itself rather 
han by me. 


CON FIDENTIAL NATURE OF TAX RETURN INFORMATION 


Mr. Stremrnskt. The last question under that category is this. Have 
ou impressed upon your people the need for silence where it is called 
r relative to the confidential nature of the information that comes 
the mm‘ In other words, are you making sure that there are no leaks 
where no leaks should occur, in your department, sir? 

Mr. Anprews. Of course, one of the fundamentals of income-tax 
idministration—and I am not thinking solely in terms of income tax, 
but [ use that as an illustration—is that the citizen is entitled to pro- 
tection of the information or secrecy as to the information disclosed 

lus tax return. I think I may say that the record of the Bureau 

extremely good in that respect. There is no agent employed by 
the Bureau, no person employed by the Bureau who is not impressed 
over and over and over again with the fact that those matters are con 
fidential matters and cannot be disclosed. . 

We had a very interesting experience that happened just a few 
days: ago which was innocent, I am sure, but indicated how seriously 
we take the matter of secrecy. 

A photographer from one of the newspapers got into the cashier’s 
cage of one of the director’s offices and took some pictures of this 
young lady who was pretty well snowed under with returns, with a 
whole batch of them in her hand, and the picture was so good that 
you could read in the newspaper photograph whose returns they were 
that she had in her hand. 

There was quite a complaint about that on the part of a person 
vho was not affected, but who knew the rule and wrote very indig 
nantly to me that he thought we were a bit careless in carrying out 
our obligation to protect the privacy of people’s returns, I think 
he is quite right. 

Of course, that matter will be administratively dealt with, but I 
can assure you that we do not turn loose any information even to you 
ventlemen on the Hill, except by orders of the White House. 


TAX RETURNS OF OVERSEAS AMERICANS 


Mr. Sreminsxi. Thank you. The second topic has to do with tax 
returns of Americans who are oversea Would you explain what 
efforts you are making to make sure that people in the State Depart- 
ment and other American agencies overseas, such as the Armed 
Forces, labor crews, citizens, et cetera, receive cooperation from you 
to make certain that their returns are filed by the deadline? 

Mr. Anprews. I would be very glad to do that and again give you 
an illustration. Last night, at a little reception that people ‘at head- 
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quarters gave to the visiting district commissioners and others, ] 
bumped into a man who had just come back from a 3-months’ tow 
of duty abroad, which was for the purpose of helping American citi 
zens abroad make out their returns. We have a number of peop) 
detailed each year, whatever number is necessary, who go all over the 
world to help our people abroad make their returns and get them in 
on time, 


INCOME TAX STATUS OF PEOPLE OF UNITED STATES TERRITORIES AND ISLAND 
POSSESSIONS 


Mr. Sreminsk1. May I ask, as a matter of information, under that 
same heading, what is the income-tax status of the people of the 
Virgin Islands, of Puerto Rico, of Alaska, and of the Hawaiian 
Islands, and other United States areas. 

Mr. ANpREws. You mean as to whether they pay taxes? 

Mr. Stemrnsxr. At this time, that is right. 

Mr. Anprews. As to those particular places, I am not absolutely 
sure. There are some spots where the American income tax is not 
assessable against people abroad. Mr. Sugarman can tell you exactly 

hat the situation is. 

Mr. SucarMan. I might say this at the outset, that citizens of the 
United States are taxable wherever their residence happens to a 
whether it is in the case of the particul: ir areas you mentioned « 
elsewhere. As to the particular areas you referred to, local iamation 
will depend upon the Jocal law or upon legislation which has been 
enacted by Congress. 


I might suggest, with your approval, that we can supply for the 
record a detailed statement as to how the tax laws of those particular 
areas apply. 


A Brier SUMMARY IN RE TAXATION OF UNITED STATES CITIZENS RESIDING IN 
ALASKA, HAWAII, GUAM, VIRGIN ISLANDS, AND PUERTO RICO, AND OF NATIVES OF 
GUAM, VIRGIN ISLANDS, AND PUERTO Rico RESIDING IN THE UNITED STATES 


It should be noted at the outset that United States citizens, wherever resident, 
are subject to Federal income taxation on their income from whatever source 
derived, except income which is specifically exempted by statute. 


ALASKA AND HAWAII 


The term “United States” when used in a geographical sense includes only the 
States, the Territories of Alaska and Hawaii, and the District of Columbia. 

United States citizens, natives of island possessions, or aliens resident in th 
Territories of Alaska and Hawaii are liable for Federal income tax on thei 
entire income from all sources (except such items thereof as may be exempted by 
statute) in the same manner as are United States citizens or aliens resident in 
any of the 48 States of the Union. 

Both Alaska and Hawaii levy a Territorial income tax. Such Territorial tax 
is, for Federal income-tax purposes, allowable as a deduction under section 23 (c 
of the Internal Revenue Code, in arriving at ‘‘net income,” provided the taxpayer 
elects to itemize his deductions in lieu of electing to claim the optional standard 
deduction under section 23 (aa), or determining his tax by the table. 

Section 251 (a) of the Internal Revenue Code, as amended, provides that in 
the case of a citizen of the United States satisfying the following conditions, gross 
income means only gross income from sources within the United States (1) if 
80 percent or more of the gross income of such citizen (computed without the 
benefits of this section), for the 3-year period immediately preceding the close 
of the taxable year (or for such part of such period immediately preceding the 
close of the taxable year as may be applicable) was derived from sources within 
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a possession of the United States and (2) if, in the case of such citizens, 50 
nercent or more of his gross income (computed without the benefit of this section) 
for such period or part thereof was derived from the active conduct of a trade or 
business within a possession of the United States either on his own account or 
as an employee or agent of another. Nothwithstanding the provisions of sub- 
section (a) there shall be included in the gross income all amounts received by 
such citizen within the United States, whether derived from sources within or 
without the United States. For the purpose of this section, amounts paid for 
services performed by a citizen of the United States as an employee of the United 
States Or any agency thereof shall be deemed to be derived from sources within 
the United States. As used in this section the term “possession of the United 
States” does not include the Virgin Islands of the United States, and such term 
when used with respect to citizens of the United States does not include Puerto 
Rico. 

Under section 3 of the Organic Act of Guam approved August 1, 1950 (Public 
Law 630, 8ist Cong.), Guam is declared to be “an unincorporated territory” of 
the United States with the seat of government located at Agana. Section 31 ol 
the act provides that “The income-tax laws in force in the United States of 
{merica and those which may hereafter be enacted shall be held to be likewise 
in force in Guam.” It is provided in section 30 of the act that all Federal income 
taxes derived from Guam shall be covered into the treasury of Guam and held 
in account for the government of Guam and shall be expended for the benefit and 
government of Guam in accordance with the annual budgets. 

It was decided that the above-mentioned provisions of the Organic Act of 
Guam established a separate income-tax system for Guam which is a duplicate 
f the Federal income-tax system, (I. T. 4046, C. B. 1931-1, 57). 

As indicated in I. T. 4046, supra, Guam is still considered a possession of the 
United States for Federal income-tax purposes. It follows that a citizen of the 
United States who is employed on Guam by an employer other than the United 
States or an agency thereof would be entitled to the benefits of section 251 of the 
Internal Revenue Code for 1951 and subsequent years provided he meets the re 
quirements of that section. Such an individual would, however, be required to 
file returns and pay income tax to the government of Guam by reason of the 
dual system of taxation described above. 

If the individual citizen claiming the benefits of section 251 (a) has income 
from United States sources, or if he is not entitled to claim or does not elect to 
claim the benefits of that section, he must also file a Federal income-tax return, 
but would be entitled to claim a tax credit under section 131 (a) of the code, 
subject to the conditions and limitations of section 131 (b), with respect to 
income taxes paid or accrued during the taxable year to Guam. 

A citizen of Guam who is a resident of the United States will be liable to the 
United States for income tax in the same manner as citizens of the United States 
by birth or naturalization in the United States. 


VIRGIN ISLANDS 


The Naval Appropriations Act of 1921 provides “* * * The income-tax laws 
now in force in the United States of America and those which may hereafter 
be enacted shall be held to be likewise in force in the Virgin Islands of the 
United States, except that the proceeds of such taxes shall be paid into the 
treasuries of such islands.” This provision of law has been construed as estab- 
lishing the Virgin Islands as a taxing jurisdiction separate from the United 
States, each jurisdiction administering a statute identical to the other. In order 
that the foregoing provisions for the payment of the proceeds of such taxes into 
the treasuries of the islands may be carried out, it is essential that any taxpayer 
deriving income from sources within the Virgin Islands shall file a return with 
the Virgin Islands government and pay to it the amount of the liability disclosed 
by such return. But a citizen of the United States is subject to Federal income 
tax upon his income from whatever source derived (subject only to the applicable 
exceptions) ; hence, any income derived from sources within the Virgin Islands 
by such citizen must be included in his gross income on his Federal income-tax 
return. Such an individual may claim the tax paid or accrued to the Virgin 
Islands as a credit against his Federal income tax, under the provisions and 
subject to the limitations of section 131 of the code. Through such credit double 
taxation is avoided. 





686 


A native of the Virgin Islands who establishes residence in the United Sta 
is subject to Federal income tax in the same manner as any citizen of the Uni 
States. 


PUERTO RICO 


Under the provisions of section 116 (1) of the Internal Revenue Code, 
amended, an individual who is a bona fide resident of Puerto Rico during t 
entire taxable year is exempt from Federal income tax on income derived fr 
sources within Puerto Rico (except amounts received for services perforn 
as an employee of the United States or any agency thereof) ; but such individ 
shall not be allowed as a deduction from his gross income any deductions pri 
erly allocable to or chargeable against amounts so excluded from gross incon 
This exemption does not apply to income from sources other than Puerto Ric 

A citizen of the United States, an alien resident of the United States, or : 
alien resident of Puerto Rico for the entire taxable year is eligible for a cre 
against his Federal income tax for his income tax paid or accrued to Puert 
Rico, subject to the conditions and limitations of section 131 (b) of the Intern 
Revenue Code, provided he does not elect to claim the optional standard ded 
tion or determine his tax by the table. 

A citizen of Puerto Rico who establishes his residence in the United Stat: 
is subject to Federal income tax in the same manner as is any citizen of t 
United States. 

Mr. Steminskr. We know that people from Puerto Rico have th« 
right to come to New York and settle there and go to work there 
They have citizenship, do they not / 

Mr. SuGARMAN. Yes, sir. 

Mr. Sreminsxi. Are the people of Puerto Rico required, to you 
knowledge, to file individual income-tax returns to the Federal Goy 
ernment here? 

Mr. SucarmMan. They file their income-tax returns with the Puerto 
Rican government to the extent that Puerto Rican laws apply. It 
they are residents of the United States they would file income-tax 
returns here. Whether they are residents depends pretty much upor 
their intentions and their legal domicile. 

Mr. Stemrnsxkt. I bring this up to make sure that there is no con 
flict. as between people who are allowed to come to the United States, 
without quota and settle here as full-fledged citizens, and others; and 
who, in this case, if they stay in Puerto Rico, are not required to make 
a Federal income-tax return here. I hope we can highlight the differ 
ences that exist in these various outlying areas. 

(Discussion off the record.) 

Mr. Stemrnskr. We also have a situation in Guam. I do think the 
Treasury should have a unified approach in this matter. I wonder 
whether the Congress has a uniform approach in the tax treatment 
of these people. As a matter of Federal policy, I think it would b 
well if the Treasury coordinated these inconsistencies for congres 
sional action, if necessary. 


Pupsiic Reiatrions 


The last matter I want to inquire about is this. You may have read 
in yesterday’s papers about a Senate committee investigating racket- 
eering. One of the people brought up for questioning was asked 
why he did not report financial irregularities to Uncle Sam. And his 
answer was in effect, as I remember, that “Uncle Sam nicks me plenty, 
so why should I worry about Uncle Sam ?” 

Yesterday, in discussing public relations policy, I had in mind that 
when you released the 1954 collections that you have made, if it was 





687 


ossible to do so, you might give credit where credit is due. I hop 
iat We are in a new era here, and that big industry contributes 
so much money to the welfare of this Nation, by way of taxes, that 
ou will so say, so that big industry will not eventu: lly come under 
‘Communist whip; and if the working people and the consumers 
donee a contribute so much to those collections, you will highlight 
oe so that in this new era of goodwill, based on the disclosures that 
ire made for the benefit of our people, we will avoid a punitive % 
proach in dealing with national problems, and deal with a construe 
tive, mutual-aim approach. 
Thank you. 
Mr. Canrietp. Mr. James. 


REDISTRIBUTION OF RECORDS AND FILES 


Mr. James. Mr. Commissioner, along with my colleagues, I am 
very much impressed, and favorably so, with the fine explanation 
you have given of the changes made under the reorganization plan. 
I have one question that I think probably is answerable. Under this 
new plan, undoubtedly there were millions of pieces of records and 
files that had accumulated, and all such matters have not of course, 
been closed out. In fact I suppose there are thousands and thousands 
of cases still pending. It is perfectly obvious that under your new 
plan your system of records and files will vary greatly from what they 
were pre viously. 

What records are you using, or what are you doing in your present 
operations with old files? I assume that, after a period of years you 
exhaust their usefulness completely. Are you ¢ wouditide or have 
otherwise redistributed the files under this new plan? 

Mr. ANprews. I would answer that generally and then, with your 
permission, let Mr. Winkle answer it spec ifically. I am quite sur 
that we could not be operating now if we had not hi id a redistribution 
of the files so that there might be a continuity of the records them- 
selves. There is a plan for doing away with records after a certai 
number of years. Mr. Winkle, will you follov up along that line? 

Mr. Winkie. Yes, sir. I might say this, Congressman. I explained 
to you a while ago about the difference between the old organization 
and the new, but I want to make this clear; that there still remains a 
tremendous amount of work at the present time in ironing out some 
of the kinks in the plan. As you probably know, the plan was required 
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to be put into effect, statutewise, by December 1. It was a tremendous 
job even to get the framework set up in many of the districts. 

Approximate ly 90 percent of the districts have not been in operation 
for a period any hes than 7 months. The last 2 distric ts were put 
in on December 1, which means that they have had scarcely 4 months’ 
experience as a So that there is quite a bit of work < still to be done 
in terms of the integration of employees, classification actions, s 
problems, which loom very large—redistribution of files, anc 
forth. 

By and large, however, since files are so important. to the work of 
the Service, we had to level on that quite early in the game and there 
has been a substantial amount of progress made in redistributing the 
files to the newly created divisions that will have jurisdiction over 
them. 
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3ut I do want to emphasize that much remains to be done. The 
kinks have not been all ironed out yet in the reorganization by a long 
shot. 
DISPOSAL PROGRAM FOR TAX RETURNS 


As the Commissioner has indicated, we do have a disposal program 
that has been in effect now for some years. We work together with 

the Archives people on that and we try to get rid of returns on a 
6-year basis. That is to say, we have a 6-year statute of anes 
and every year we dispose, under sptianeiia of the Congress, of 
turns beyond that period. That is about the picture. 

Mr. James. I suppose you do not dispose within 6 years of all cases 
that have been pending in which there is evidence or suspicion of 
fraud ¢ 

Mr. Winx te. No, sir; they are kept open until the case is finally 
disposed of. 

Mr. Anprews. You see, criminal fraud runs for 6 years before the 
statute runs out. Civil fraud has no statute of limitations. Do not 
ask me how you distinguish between criminal and civil fraud. I have 
not found any rule. I think they can do that, but that is the situa- 
tion. 

Mr. James. Civil fraud arises out of differences of opinion, noaee 
line cases to be adjusted and settled, as contrasted with real fraud, « 
an attempt to defraud the Government. 

Mr. Anprews. I am not quite sure sir. 

Mr. James. Well, neither am I. I mention that because it seemed 
to me that if those files and records are very greatly disturbed in the 
reorganization plan, there are bound to be losses of files, or something 


of that sort, in many iidiian ‘es. I have rather definite evidence in at 
least one case of that kind that must have come about through your 
changing over. I just wondered if you were having any trouble or 
experiencing any difficulty in that regard. 


MISFILINGS 


Mr. Anprews. There are all sorts of reasons why you might have a 
misfiling. As big as this organization is, with 65 million returns a 
year, if we did not have an occasional case of misfiling I would be 
suspicious that something serious was wrong. Of course, in individual 
returns it is inevitable that you would have difficulty because of the 
number of people who give their names in different ways each yea1 
You would be surprised to know how many women, for instance, wd 
file a return as, say, Mrs. Joe Smith; Mrs. Joe Smith may file next ye 
as Mrs. Joseph Smith, and her address is probably changed, or she vd 
changed her name to Mrs. Joseph M. Smith, or perhaps go to using 
the proper legal name and call herself Mrs. Joseph Mason Smith. 
You get all sorts of problems of that kind. 

Mr. James. I can understand that. 

Mr. Anprews. I was really amazed that we did not have more diffi- 
culty with misfilings than we do. 

Mr. Gary. And she may get married again and change her name to 
Jones. 

Mr. Anprews. Yes, sir. 

(Discussion off the record.) 
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Mr. James. You would not say that there has been any great amount 
of disruption in the records or the files of individual taxpayers through 
your reorganization ¢ 

Mr. Anprews. No, sir. 

Mr. Wink te. I just want to say this. There is that problem which, 
as the Commissioner has indicated, we will have with us and have 
had us even before reorganization, where documents and remittances 
do not get tied up together, but I do not think it would be particularly 
aggravated by reorganization primarily for this reason; that in many, 
many localities the files are where they always have been. That is 
to say, our special problem has been that we have not been able to get 
the people together, so that we have people who should be in one audit 
division in many places operating in different buildings and in the 

same buildings where they had been working and where the files were 
located before reor ganization. I wanted only to make that point. 

Mr. Anprews. We have, as I indicated in my opening statement, a 
great problem of the layout of facilities, in such a way that the flow 
of work processing can go on smoothly instead of a lot of backtracking 
and of going upstairs and then downstairs and then upstairs again. 
That is going to be a problem until we can get into buildings that 
are made for our purposes. And when that happens, sir, I can tell 
you that we do run into problems of filings, there is no question 
about that. 





DISTINCTION BETWEEN FRAUD AND MISCONDUCT 





Mr. James. In discussing changes in the Collections Division and 
the Audit Division, you used two words to distinguish between the 
two types of fraud As to one you used the word fraud and as to the 
other, misconduct. Will you state what is the distinction between 
fraud and misconduct or why the two terms are used ¢ 

Mr. Anprews. There we are talking about our own people. 

Mr. James. In the case of misconduct you are talking of your own 
people? 

Mr. Anprews. That is right, sir. We are not talking about tax- 
payers there. The taxpayer either files an honest return or he does 
not and, in between, of course, you have erroneous returns, where there 
is no question of fraud involved whatsoever. But with our own peo- 
ple, what Mr. Winkle was referring to was the job of the Assistant 
Commissioner in Charge of Inspections. 

For instance, a couple of days ago—and this happens quite often— 
we got, let us call it, a tip, because that is all it was, or a suspicion 
that one of our people had accepted a very substantial favor—two of 
them, in fact, from a taxpayer whose return he was auditing. Well, 
now, we do not like that to get cold at all. The minute we get that, 
the inspection department, or the chief inspector in that area, imme- 
diately goes to work on it and I will usually know R gras 24 hours 
what the facts are, never more than a few days. I got an answer 
as to what really did happen. That is a case i possible fraud. We 
run that down and get the answer to it and, if the facts are as they 
have been represented to us, disciplinary action is initiated imme- 
diately. We do not wait on it. 

Now, the other thing we are interested in in our office of the assist 
and commissioner in charge of inspections is, we want to know whether 
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the administrative procedures that we have lined out, have be 
faithfully followed when he goes in to make an inspection, becau 
it is essential in an organization of this kind that those procedur 
be faithfully observed and that there be no departure from the1 
Otherwise we would get into a horrible mess. 

Mr. James. That is all, 

Mr. Canrtevp. Mr. Passman 

Mr. Passman. Mr. Commissioner, there has been some criticism 
the reorganization of the Bureau of Internal Revenue. I believe 
your opening statement you said you thought there should be a fa 
chance to see whether or not it would operate. Sitting in committe: 
for several days and observing you, I am amazed at the knowledg: 
vou have acquire zu of the Bureau of Internal Revenue in 4 or 5 week 
I think the American people have little need to worry as long as thi 
Bureau of Internal Revenue is under your control. 

sut, looking at that chart, I want to ask 1 or 2 questions. If yo 
think it is better to have the answers off the record, we will take then 
off the record after I have asked the questions. 

In your department, as Commissioner, you have a Deputy Commis 
sioner now, do you not g 

Mr. Anprews. That is right, sir. 

Mr. Passman. And you contemplate spreading the Assistant Com 
missioners to where you will have 1 or 2 other Assistant Commis 
sioners ? 

Mr. Anprews. That is right, 


POSSIBILITY OF TOPITEAVY ORGANIZATION 


Mr. Passman. At some future date, what is the possibility of these 
Assistant Commissioners in the higher echelon building up their 
departments to the point they will become topheavy at the Wash 
ington level? Is that a possibility? It appears that there are 
more in the upper brackets at the Washington level than there were 
heretofore. With the additional Assistant Commissioners and the 
Deputy Commissioners, could not these departments really branch 
out into very large organizations and finally burst at the seams, as 
has happened in some of the other Federal agencies we know of which 
have operated that way? 

Mr. Anprews. You know, I said the other day—I believe I quoted 
Pope, who said : 

For forms of government let fools contest ; 
What e’er is best administered is best. 

These blocks [indicating chart] do not mean a thing in the world, 
gentlemen, if you want to know the truth about it. You could get 
the most perfect organization in the world on paper, but if you did not 
have the right kind of people running it, it would not be worth a 
thing. 

The answer to your question is, if your organization breaks down 
at. the top—exactly what you are talking about. wi ill happen, among 
( = things. I do not have any worry about that h: appening to me, 

I do not think any future Commissioner would need to be concerned 
about it, if he tries to be a good administrator. 
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Everyone tries to build an empire. I am contending against that 
ght now, to prevent some of our own folks from being taken away 
om us. But I am not worried about the organization growing to 

l due proportions. 
Che main reason, frankly, for my bringing these other two Assistant 
(Commissioners into the picture is largely one of giving to the function 
hat I regard to be the proper status in the organization; not Just to 


ve somebody a chance to OTOW. 

I think, for instance, in an organization the size of ours, if you 
ompare it with any of the great corporations in America—and re 
ver than most of them: there are few as large 


or 
] 


rember that we are bi 

we are—I think it 
{ ommissioner who is in charge of your planning and research, which 

SO vastly important to the success of such an organization, In any 
position other than that of an Assistant Commissioner, right 
next to the top. An assistant to the Commissioner is not in that 
tatus at all. 

So that I think that many of these changes I have indicated T might 
make are just changes which merely recognize what I deem to be the 
relative importance of the function to be performed. I am not in the 
least worried about it running away from me or getting to be too 
large. Conceivably our tax structure could become such, by changes 
ind reformation, and revision, that this organization would not be 
suitable. You might have to change it again. But with a tax struc- 
ture as it is today, this looks to me like a pretty good organizational 
setup and I think it can be controlled as far as any tendency to expand 
is concerned without too much trouble. After all, you know what the 
workload is and you can easily measure that against the size of the 
organization you are setting up. I would not be worried about that. 

Mr. Passman. Mr. Commissioner, I want to repeat that as long as 
the organization is under you, in my opinion, the American people 
have little to worry about. But it is my understanding, from the 
Cabinet level downward, there are 1,214 different Federal depart 
ments, agencies and bureaus. That is the reason I asked the question. 
What would be the possibility at a later date of the Assistant Com 
missioner and the Deputy Commissioner branching out, and becoming 
unwieldy with perhaps poor results out in the field ? 

Policvmaking is done here, but you depend on your agents in the 
field to bring in the money. I was observing the chart, and it seems to 
me there is a possibility, if you have ambitious individuals with high- 
sounding titles in those positions who wanted to expand their juris 
dictions, for them to branch out and there would be more personnel 
at the Washington level than there has been heretofore and with 
perhaps poorer results in the field. 

Mr. Anprews. That is perfectly possible and, of course, we who 
deal with organization know that there is a limit to the number of 
people that any one individual can control; that is, the number of 
supervisors. And we never try to go beyond seven. We usually try 
to keep it down to five, if we can. That is the traditional type of or- 
ganization which one man, in an executive capacity, can control. 

But take my case, for instance; we will have frequent staff meetings 
and into those staff meetings would come every man who has top 
supervisory authority and responsibility. There we hear his problems 


sa bit anomalous to have an assistant to the 
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and help him to solve them, and we give him his instructions and | 
operates within that framework. 


DELEGATION OF WORK 


Now, I can only speak for myself. Any organization, going ba 
to what I said in the beginning, may get unwieldy if it is not proper rh 
handled. But sah ‘re is a limit to human endurance. For instance 
here in my own case, if I may say so, the volume of matters whir 
the Commissioner himself must handle—and he should not delegat: 
ome of them, although they might seem awfully trivial ; but let us take 
in extreme illustration. Let us say here is a small taxpayer who fe 
deeply aggrieved. He will be te rib lv upset when he writes to th 
Commissioner if he does not get a reply from the Commissioner. 

I had that happen to me only yesterday. I got a very mean lett 
from a taxpayer V ho had no claims whatsoever to what he was asking 
for. It wasa technical matter and I referred it and it was not w ritter 
for my signature. The taxpayer was very upset about that. In tha 
ease he did not deserve the personal attention of the Commissione1 
because oby iously there is only so far that youean go. But I find that 
I cannot do mv job as of right now—I will be able to do it later 
without spending about 18 hours a day at it. It is just impossible. 
because when I get through at the end of the day, with telephon 
calls and people who come in, who insist upon seeing me, and whon 
I have to see or else somebody is offended, I have still got a pile of 
mail on my desk that has got to be answered, and the only way I car 
do it is to do it at night, take it home with me, with a dictating ma 
chine, and then the next morning my desk is clean, but by 10 o’cloc! 
t is piled up again. 

ave often said that it is one of the most relentless jobs T have evel 

in all my experience. I think that is true all over Washington 
I would not want to see any one of my assistants so burdened dow: 
that he has got to work at night to k ceep up, and I do not intend ft 
tay that way more than about 30 days. 

That is one of the reasons why I am expanding this plant, this to) 
organization, because I want to get as much of that wiak handled by 
my assistants as I can, and I am going to insist upon them, in turn. 
delegating all that they ean. And. if I have got an assistant who 
does not know how to delegate work, then he does not have any busi 
ness in that job. And. if I do not find out how to delegate work. 
sooner or later I have got no business in my job. Either one of two 
things is wrong in a situation of that kind. Either I do not know 
how to delegate the work or I do not have the people to whom to dele- 
wate it. If aman does not know how to delegate the work, then he 
has got to move out and let somebody else move in who does know. 
Tf he does know how to delegate the work and does not have the people 
to whom to delegate it, then I want to see that he gets those people be- 
cause, gentlemen. I do not want to be the man whom some wife or 
children are going to look at and say, “This guy worked my father to 
death ; he died at 45 with a heart attack.” I do not want to be in that 
position. 

Tt is for the same reason that I mentioned the illustration of that 
building the other day. We have 1 building in 1 city which T un 
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erstand is 8 stories high, of mill construction. They have got people 
rowded in there—some 349 of them—and twice within the last 3 
ionths girls have pulled the lower drawer out of a filing cabinet 
id the top drawer shot out and hit them in the face. There were 
erious injuries. That was due to the fact that the floors of that 
uilding are sagging. 
1 have told the GSA that I want that building surveyed immedi 
tely and that, if something cannot be done about it, then we will put 
people in tents, if necessary, because I am not going to be the 
ellow who is going to be accused of having tolerated a condition that 
night be the cause of dropping all of our people into the basement of 
iat building, or of having the building burn up before they can 
et out. 
It comes down, therefore, to a question of responsibility. Are you 
ble to get your work so spread out that nobody is going to kill him 
elf doing it? And I can tell you there are people in the Bureau 
right now who are doing exactly that, and I have been on their neck 
ind am going to keep on their neck until we get those things straight 
ned out. I do not believe we are ever going to be able to leave at 5 
o'clock in the afternoon, but at least we want to try to have 1 night 
week with our families, and by that I mean at least Sunday night, 
ecause it is a 7-days-a-week job for almost everybody there now in 
op authority. 


INCOME TAXES IN THE TERRITORIES AND ISLAND POSSESSIONS OF THI! 
UNITED STATES 


Mr. Passman. Mr. Chairman, my colleague, Mr. Sieminski, of New 


Jersey, brought up a rather interesting question a moment ago a d, 
vith his permission, I vould like to elaborate on it bi iefly, for a point 
‘f clarification. It is my understanding that Alaska and Hawaii both 
ire incorporated Territories and as such they have the same status 
sa State with the exception of having a vote in the Congress and the 
right to elect their own public officials. They are both working for 
statehood. Both of those incorporated Territories enjoy a very high 
standard of living. Consequently, their citizens pay the same income 
taxes as are paid by the citizens of continental United States. 

Puerto Rico, being a possession, with a very low standard of living 
and a very small industrial capacity, Congress waived the income 
tax back to the government of Puerto Rico rather than taking it into 
the Treasury. Am I correct about that? 

Mr. SuearMan. Yes, sir; the Federal Government has authorized 
Puerto Rico to collect its own taxes. 

Mr. Passman. As far as the other Territories or possessions are 
concerned, they pay the same income tax that we pay in the States. 

(Discussion off the record.) 

Mr. Passman. I think Congress recognized the predicament of the 
people of Puerto Rico and passed a law waiving their tax. 

Mr. Anprews. The Virgin Islands is a direct possession of the 
United States. 

Mr. Gary. So is Puerto Rico; is it not? 

Mr. Anprews. Puerto Rico occupies a status, as I understand—well, 
it is an insular possession with its own government. 
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Mr. Passman. I think it is only because of the economy of Puert 
Rico that we waive the income tax there, because they do have a ve1 
low standard of living. 

Mr. Steminsxkri. Will the gentleman yield there for a moment? 

Mr. Passman. Yes. 

Mr. Sreminskt. I have earlier asked the question so that we coul 
get an official explanation, which I understand Mr. Sugarman wi 
file for the record, of the legal position of these Territories and posses 
sions, as regards the matter of income tax. I wanted to discover. 
through asking the question, if there was any injustice or inconsistency, 
and if there was, those responsible for the legislation could correct it 

Mr. Gary. And is it not a fact that when we visited Puerto Ric: 
und the Virgin Islands last year, that question was propounded to us? 

Mr. Steminskt. Yes. I want to make sure, when we have to discuss 
these issues on the floor of the House, that we appreciate the integ 
rity of the people with whom we are dealing and about whom we are 
talking. Jam sure this will be brought out as time goes on. 

Mr. Passman. I think that the question was very appropriate but 
I wanted to explain that I had received criticism from my State with 
respect to the fact that Puerto Ricans do not pay a Federal income tax. 
I think they do pay the equivalent to the Government of Puerto Rico, 
and that concession was made on account of the very low standard of 
living there. It is established in my mind that there was cert: ainly no 
discrimination but rather that it was done because of our sympathetic 
feelings for our, we might say, fellow Americans in Puerto Rico. 


That is all, Mr. Chairman, 


INCOME TAX EXEMPTION FOR AMERICANS ABROAD 


Mr. Anprews. I wonder if I might mention a matter here which 
you gentlemen will be confronted with pretty soon, and which I think 
is much more serious than either of those that you have just men- 
tioned’ We have a statute on the books now which enables these 
moving-picture people to go abroad for 17 months and to escape the 
payment of income tax. We are getting a lot of complaints about it 
and there is some feeling in Congress that we ought to solve the prob- 
lem by administrative ruling, We cannot do it, because the law says 
specifically that if you are out of the States for 17 months, 510 days, 
and you earn money while you are aw ay, you are automatically exempt 
from the income tax. As a result, these people have gone abroad and 
lived for 17, 18, 20 months, made terrific incomes and then have come 
back here with every dollar of it in their pockets and we cannot 
touch 1t. 

Mr. Passman. Mr. Commissioner, if an actor or an actress from 
Hollywood should go abroad for 17 months or more and draw their 
salary from their company or producer back here in the United 
States, you mean that that salary is not subject to income tax? 

ANpREws. No, sir, we cannot tax it. 

Mr. Passman. Would you insert that law in the record at this point ? 

Mr. Anprews. Yes, sir. 

(The matter referred to is as follows:) 


rhe law referred to is section 116 of the Internal Revenue Code, as amended, 
which reads as follows: 
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“SEC. 116. EXCLUSIONS FROM GROSS INCOME. 


“In addition to the items specified in section 22 (b), the following items shall 
not be included in gross income and shall be exempt from taxation under this 
hapter : 

(a) Earned Income From Sources Without the United States 

“(1) Bona Fide Resident of Foreign Country,—In the case of an individual 
itizen of the United States, who establishes to the satisfaction of the Secretary 
hat he has been a bona fide resident of a foreign country or countries for an 
ininterrupted period which includes an entire taxable year, amounts received 
from sources without the United States (except amounts paid by the United 
States or any agency thereof) if such amounts constitute earned income (as 
defined in paragraph (3)) attributable to such period ; but such individual shall 
not be allowed as a deduction from his gross income any deductions properly 
llocable to or chargeable against amounts excluded from gross income under 
his paragraph. 

“(2) Presence in Foreign Country for 17 months.—In the case of an individual 
itizen of the United States, who during any period of 18 consecutive months is 
present in a foreign country or countries during at least 510 full days in such 
period, amounts received from sources without the United States (except 
amounts paid by the United States or any agency thereof) if such amounts 
constitute earned income (as defined in paragraph (3)) attributable to such 
period: but such individual shall not be allowed as a deduction from his gross 
ncome any deductions properly allocable to or chargeable against amounts 
excluded from gross income under this paragraph. 

“(3) Definition of Earned Income.—For the purposes of this subsection, 
earned income’ means wages, salaries, professional fees, and other amounts 
received as compensation for personal services actually rendered, but does not 
nclude that part of the compensation derived by the taxpayer for personal serv 
ices rendered by him to a corporation which represents a distribution of earn 
ings or profits rather than a reasonable allowance as compensation for the 
personal services actually rendered. In the case of a taxpayer engaged in a 
trade or business in which both personal services and capital are material in 
come producing factors, under regulations prescribed by the Commissioner with 
the approval of the Secretary, a reasonable allowance as compensation for the 
personal services rendered by the taxpayer, not in excess of 20 per centum of 
his share of the net profits of such trade or business, shall be considered as 
earned income.” 


Mr. Passman. I ask permission of the committee to have that law 
inserted in the record, because that should be discussed on the floor 
of the House and I think should be corrected. 

Mr. Anprews. The question right now is, Are you going to correct 
it by statute, or are you going to insist that we collect it‘ We have 
examined it and it is so perfectly plain that we cannot correct it ad 
ministratively, there is no loophole left at all and we just have to say 
that it is exempt. 

Mr. Sreminski. Will the gentleman yield ? 

Mr. Passman. I yield. 

Mr. SIEMINSKI. I would like to compliment the chairman of ow 
committee for allowing this open discussion. Mr. Canfield, I salute 
vou. We have been talking here about citizens going abroad to make 
money, and not paying an income tax on it. I wonder if you would 
care to ask the Commissioner whether men of industry, as well as the 
entertainment field, can go overseas and avoid paying income tax. 

Mr. PassmMan. That is a good question and I will put it as a question 
Does the same law apply to businessmen who go abroad ¢ 

Mr. Anprews. That is what it was passed for. When you adopted 
point 4, the idea was to make it attractive to these various technicians, 
who would go abroad to assist these foreign countries in the point 4 
program, to accept that employment. The law was not drawn specifi 
cally for any movie actors, but they were smart enongh to see it very 
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quickly. It applies to anyone who leaves the United States and stay 
away for a period of 17 months. He comes back home with all hi 
money in his pocket. 

Mr. Passman. I mentioned movie actors and actresses because they 
seem to be the source of most of the abuses. 

Mr. Anprews. That is right, sir. 

Mr. PassmANn. That would apply to me, let us say, if I were a smal! 
manufacturer and had a plant and personnel in the States, and went 
abroad and remained away for 17 months? The money that my enter 
prises earn would not be subject to income tax then ? 

Mr. Anprews. No; that would not necessarily be true. It applie 
only to individuals. 

Mr. Sucarman. It applies only to earned income for services per 
formed abroad. 

Mr. Anprews. That is where it gets to the individual. 

(Discussion off the record.) 

Mr. Passman. Mr. Commissioner, are these individuals subject to 
the income-tax laws of the country in which they have been living dur 
ing those 17 months? 

Mr. Anprews. Most of them; in fact, all of them. The people that 
go to Saudi Arabia, for instance, work without tax to this country. 
Saudi Arabia does levy an income tax. I think they have adopted the 
English version of the income tax. 

There is another angle to this which is extremely interesting also. 
Take, for instance, a man who is abroad for Standard Oil Co. and 
lives there for 25 years. They pay, as you know, a very liberal pension. 
I know of a man in Richmond who drew until he died about $25,000 
in a pension. Now, the position is taken by some that that money, 
having been earned abroad, ought not to be taxable in this country, s« 
you have the anomalous situation of two men living side by side, 
one drawing a pension of $25,000 and another man living right next 
door to him, working to earn his $25,000, and he pays a tax while the 
other does not. 

Mr. Passman. Our people do a lot of complaining about paying 
income taxes. 

This committee, on a Coast Guard mission, visited Belgium 2 or 3 
years ago. I talked to some of the officials there. With regard to doc 
tors and lawyers they issue a receipt book. The Bureau of Internal 
Revenue issues a receipt book and the doctor or the lawyer has to re- 
ceipt the patient. They audit the records at very close intervals. 
They really do have an airtight system as far as recovering revenues 
is concerned. If there is a violation both the doctor and the patient, 
or the attorney and client, are held equally responsible. You know 
about that system. It is really airtight. 

Mr. Anprews. The other day it was reported in the paper that some 
fellow in the Midwest made $2 million last year and he paid the usual 
tax on that amount. Under this law that enables you to escape that 
by going abroad as a technician or an artist, or something of that 
kind, he could perhaps very easily have gone abroad and earned the 
same thing and paid no taxes. 

Mr. Passman. Does this law that exempts an individual when he 
goes abroad apply to Federal employees ? 

Mr. Anprews. No, sir. 
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DEGREE OF OPERATION UNDER REORGANIZATION 


Mr. Gary. Mr. Andrews, as I understand it, this reorganization 
that you refer to on the chart has now been completely set up; is that 
orrect ? 

Mr. Anprews. It has been completely set up. I would not want to 
inswer that in a way to indicate it is completely functioning. It is 
in the process of getting into full swing. 

Mr. Gary. It has been completely set up? 

Mr. Anprews Oh, yes, sir. It is in effect as an organization—ad 
ministratively and functionally—about 75 percent in operation. 

Mr. Gary. There was a good deal of discussion when the plan was 
idopted as to how soon they could get it functioning. I want to say 
this committee has been very greatly interested in the reorganization 
of the Bureau of Internal Revenue. We have been working on it a 
long time, and I, for one, am delighted to see that the reorganization 
has gone through and that the organization under the plan as sub 
mitted has been set up and that it does at least now give promise of 
working satisfactorily. 


NEED FOR REORGANIZING THE BUREAU OF CUSTOMS 


Although it is not within your sphere of activity, I have no doubt 
that your advice may be asked with respect to it. In my judgment 
the Bureau of Customs today is just as badly in need of reorganization, 
if not worse, than the Bureau of Internal Revenue was before the 
adoption of the reorganization program. 

Our committee did its best to get a reorganization of that Bureau 
last year. If you will read the hearings held before this committee 
you will see the effort that we made. 

Finally, the President did send a plan over to the Congress which 
was defeated in the Senate by one vote. The Customs Bureau needs 
reorganization very badly, and I hope that it will be accomplished in 
the very near future. 


EFFECTIVENESS OF THE BUREAU OF INTERNAL REVENT E'S REORGANIZATION 


Mr. Anprews. I wonder if I may say 3 or 4 short things about that. 

First, I would like to point out and say for myself, as one who has 
long been dealing with matters of reorganization, that I think this 
reorganization has gone extremely well. I mean by that I think it 
has gotten under way about as quickly as anyone could have expected, 
again bearing in mind this is the biggest revenue setup in the world, 
and an establishment which I imagine in the scope of its activities and 
in the volume of its transactions is probably among the first 10 busi- 
ness undertakings of the country. I can think of only three private 
companies at the present time that are larger. 

Another thing I would like to say is what I said a while ago, the 
most important thing in the world is people. It all depends upon 
what kind of people you have running it. The most perfect organiza- 
tion in the world will bog down if you do not have the right kind of 
people running it. 

The third thing that I would like to point out to you is the very 
purpose of this current meeting of the district commissioners and 
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the chief Inspecto! s and the counsels from the various districts: cr 

is the first time since the reorganization that all those people ha 
been together in a group, and we are spending more days ascertaini 
where the lags are for the ‘purpose of speeding up the accomplis 
ment of the reorganization in order to give it the chance we think 
ought to have. I am confident that this meeting will lead in a very 
short time to a point where we can say to you that the reorganizatio 
is a complete ‘ly accomplished fact ; that it is functioning throughor 
its entire structure. 

Another thing that I would like to mention is that I think we should 
always bear in mind in this country that our revenue service is uniqu 
in its status in the Government’s fiscal organization. 

In Canada and England, for instance, your revenue is under the 
direction of a Minister of Revenue. He is a part of the Cabinet. | 
do not mention that because I am looking for a Cabinet job; do not 
misunderstand me. We are fortunate here, extremely fortunate, 
I think, in this present administration in having a Treasury group 
that has taken the most generous attitude toward the Internal Revenue 
sureau. In the language of the racetrack, they have given us oul 
head. They are letting us run the thing the way we think it ought 
to be run. Of course, that imposes a responsibility upon us and nat 
urally takes us back to the Treasury often on matters of policy. Ws 
do not do anything that we are not certain about until we check to b 
sure that is what the »y want done. 

On the other hand, that kind of attitude toward the Bureau by thi 
Treasury gives us the widest possible latitude for doing the kind of 
job that ought to be done. If we do not do it, it will be our own 
fault. 

Mr. Gary. I agree absolutely with your remarks about personnel. 
I well remember that you and I were members of an or ganization that 
tried for years to reorganize and modernize the government of the 
city of Richmond. It had the most outmoded government in the 
entire United States, and yet when you compared it with other cities 
it stacked up pretty well because there were honest men administering 
it. w e did not alw: ays have efficient men, but we had honest men and 
the government compared favorably with the government of other 
cities, but when we adopted a modern form of government, and at 
the same time retained honest men in office, we improved the efficiency 
tremendously. Poor machinery will work fairly satisfactorily if you 
have good administration. The best machinery will not work well if 
you have poor administration. The ideal is to have a good system 


and good administration. 


PERSONNEL SITUATION 


Mr. Anprews. I do not want to touch off any bombshell here, but I 
think particularly of the school situation, where the public has been 
conditioned to think of an efficient public school system as one housed 
in a marble palace, and yet we must not overlook the fact that the 
genius of American industry today was raised and educated in the 
one-room school. 

There is one thing here I think we ought all to bear in mind, and 
perhaps I have been derelect in not mentioning it before this time. It 
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ias to do with the question of whether or not we have money enough 
to operate. Ag rain, it is not a plea for additional money, but I think 
t is something that you gentlemen ought to know. 

The Bureau of Internal Revenue is what I choose to call, for lack of 
. better term, one of the stable establishments of the Government. 
lhe Government has to have money. It has to collect taxes. There 
s always going to be a Bureau of Internal Revenue. Consequently, 
the employment in the Bureau itself has been a great deal more stable 
than in other establishments of the Government with the result that 
we have an age level in the Bureau which I am almost afraid to get the 
factson. I know it is terrifically high. If you go through and pick out 

he people in age brackets, you would find that we have a tremendous 

eae xr of old people. I do not mean that they are decrepit, but there 
ire many people over the hill in the Treasury Department, in the 
Bureau, far more than in any department I know anything about with 
the consequence that if were told tomorrow to cut our force 5 percent 
we would not lose these people who have served long and faithfully 
n the Bureau and who are no longer at top efficiency, not by a long 
shot. We would lose the youngest and most virile of our staff with the 
consequence that our efficiency would drop just like that [snapping 
fingers]. That is a very serious problem. I do not know the answer 
to it at the moment. Of course, there is a harsh answer, and I am not 
willing to apply that. We have to be very mindful of where we are 
coming out. 

Take, for instance, the question of engineers Engineers are ex- 
tremely important to the Bureau, especially in the mining industry. 
We are getting ready right now to lose a number of our topflight 
engineers. We cannot touch them. Why cannot we touch them? 
For the very simple reason that if we wanted them we would have to 
offer them a grade 5, and I am not pleading to you to offer more, but a 
erade 5 would not touch a man with Standard Oil or somebody like 
that. They will pay him $6,000 the minute he walks out of a school 
of engineering. Consequently, we are faced right now in our highly 
technical services trying to figure—particul: rly i in engineering—and 
to some degree in the legal end and the accounting end—how we are 
going to replace the skilled technicians we now have when they pass 
out of the picture. Some of them, of course, leave us to go into pri- 
vate employment. Others want to stay in the Bureau and will stay 
there, and when they are gone, frankly, I do not know where we are 
going to get the replacements. Our personnel situation is extremely 
critical, and we just cannot afford to do anything that is going to take 
away from us the young and virile people that we have. Under the 
civil-service rules they “would have to go out and give way to the 
people of longer service. Thereby we would be left “with the people 
that are much less able to carry on. It is a very serious problem, 
gentlemen. 

SELECTION OF TOP PERSONNEL 


Mr. Canrietp. Mr. Commissioner, I hear no criticism whatever of 
you, or the aids that you have chosen to work on your team at head- 
quarters in Washington; in fact, all I hear is laudatory. I do hear, 
however, from many of my colleagues criticism of the mechanics em- 
ployed in organizing the field part of your new structure. It is my 
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understanding from your testimony that you have brought into head 
quarters some hew men whose mission it is to review the mechanics 
used in naming the district commissioners, directors, and others, as 
well as review the qualifications of these men. That is true; is it not ? 

Mr. Anprews. Yes, sir; that is true. I would like to say this: | 
think there are a great many people who thought, knowing me as 
most people do, that I would walk into the Bureau and begin to throw 
my weight around and chop off a lot of heads. Gentlemen, that does 
not make sense. The people who head these operating units of th¢ 
Bureau are career people. I am perfectly content to keep thos 
people, everyone that I think is up to his job and that I am satisfied 
will work with the new administration. Obviously, we cannot keep 
anybody we think cannot work with the new administration. So you 
will notice that I have not just pitched a lot of people out that were 
in. We are working with what we took over when we came in, ins 
far as is humanly possible. I am not saying there will be no changes, 
for there probably will be, but my disposition has been, and will con- 
tinue to be, to work with the people I found when I got there. I want 
to say that the Bureau has some mighty fine people in it, and further 
more, my disposition is in the field, as well as in Washington, to recog 
nize outstanding talent when I find it. 

I told my district commissioners yesterday, “I have no objection to 
jumping a man from a grade 5 to a grade 18 if he can carry the re- 
sponsibility and the Civil Service will let him do it. I am saying. 
if you are real managers, you will find people in your organization 
that are capable of being pushed, and you push them regardless of 
whom they go by. The interest of the people of the United States 


in the service demands that that be done, and I want you to keep that 
in mind when you go back to your several posts. When you see real 
talent, give it its head, let it come forward as fast as it can, because 
we are going to need that talent 5 years from now and 10 years from 
now. Weare going to need it bi vdly and we cannot afford to let it be 
held down by archaic rules that recognize longevity and pay no atten 
tion to outstanding corey enaneS 


I think there is no doubt about the fact that there are some weak 
sisters in our organization in the field and probably some weak sisters 
in our organization in Washington. It would be a mistake for any- 
body to say that the reorganization was accomplished and we were 
perfect insofar as the choice of top personnel is concerned. Some of 
that personnel is going to have to be changed; there is no doubt about 
that. You may depend upon me to change it just as soon as I am 
satisfied that it has to be changed and I can find someone else to put 
in their places to do the job as it should be done. 

We have already made one or two changes and we are going to make 
some more. 

Some injustices were done in the reorganization, I do not think 
there is any doubt about that. I am satisfied that there were, and I 
am going to correct those injustices. 


Rovure or An Incomgs Tax Rerurn THrRovucH THE BurREAU 


Mr. Canritetp. We have about 20 minutes more for our hearing this 
morning. 


Part of the program scheduled for today was the tracing of a return 
and the filing right through the processes in the Bureau. Are you 
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prepared to make that presentation, having in mind both the indi- 
vidual and the corporate business return ‘ 

Mr. ANpreEws. Yes, sir. 

Mr. WinkKik. This chart which you are looking at—incidentally we 
have in smaller form which we would be glad to supply for the record. 

Mr. CANFIELD. Without objection, a copy of the chart will be in- 
serted in the record at this point. 

(The chart referred to follows :) 
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Mr. WinkK~E (going to the chart). Mr. Chairman and gentlemen, a! 
ncome tax returns are initially received in the collection division « 
the director’s office. There the returns go through certain processing 

7 rations such as the verification of the return with the remittance 
the deposit of the remittance, the establishment of the taxpayer’s a 
count, and the sending out of the necessary bills if the remittance does 

not accompany the return or is insufficient to cover the full lability. 

The returns after they have gone through this rather routine pro 
essing operation in the collection division are then made available for 
selection by the audit division in accord with whatever audit progran 

as been laid en n for the particular calendar year. 

Ty he program that has been laid down for the year 1953, as it re 
lates to the 1952 returns, was explained briefly to you the other day 
by Dr. Atkeson and Commissioner Andrews. After the selection of 
the returns has been made they are then subjected, either to what wi 
eall an office audit or to a field audit. The audit, whether it be an 
office audit or a field unit, is carried on in the audit division. The re 
turns which are office audited are those which yield themselves quite 
readily to audit by getting in touch with the taxpayer on the tele 
phone, by asking him to come in for a discussion of the return, and 
so forth. In short, they are returns that do not present serious dif 
ficulties from the standpoint of examination. Most of them, of course, 
are the individual returns as distinguished from business returns. 

If the return, however, is one which requires a field examination 
that is to say, a visit by a revenue agent to the taxpayer’s place of busi 
ness for the purpose of going over the taxpayer’s books and records 
it is handled by the field audit branch of the audit division. 

The agent, after completion of the examination, will then notify the 
taxpayer what his findings have been. If the agent believes that 
this is a case where there is a deficiency in the picture, he will inform 
the taxpayer as to the computations that he has made, and briefly 
what the reasons are. He will also advise the taxpayer at that time 
of the taxpayer’s privilege of seeking a group-chief conference; that 
is to say, a conference with the immediate group chief or field super- 
visor of that particular agent. If the taxpayer chooses to avail him- 
self of the group-chief conference, the conference is set up and is 
a by the group chief, by the examining agent, and by the tax- 
payer or his representative, and they proceed to discuss the matter in 
an extremely informal atmosphere. 

Now, as of that time, the revenue agent has not prepared his report. 
The purpose of the group-chief conference is to afford the taxpayer 
an opportunity at the local level of trying to iron out any differences 
of opinion that may exist between the revenue agent and the t taxpayer 
himself before things get down on paper, before the examination 
report has actually been shaped up and the case begins moving into 
the appellate ch: unnel. 

It is also intended to take care of many situations where, unfor- 
tunately, the disagreement between the taxpayer and the revenue 
agent has resulted from a personality clash, or has resulted from an 
understandable feeling’ on the taxpayer’s part that he wants to talk 
to “someone higher up. 

It is likewise intended to take care of the many, many fact ques- 
tions which inevitably arise during tax examinations. Tf, at the con- 





usion of the informal group-chief conference, which is still held in 
Audit Division, the taxpayer, the group chief, and the revenue 
agent reach an agreement on the case, an agreement form is signed: 
the report is prepared and reviewed, and the case is then returned to 
he Collection Division for the usual billing operation. 

If, however, no agreement can be reached during the informal con 
erence, the agent then proceeds to prepare his report. 

Phe report goes on to the Review Section in the Audit Division, 
where it is given an intensive review, and following that a 30-day 
etter is issued to the taxpayer. 

The 30 day letter 1s accompanied by a copy of the agent’s report, 
giving him an opportunity to submit a protest to the agent’s findings 
and to request that the matter be referred to the Appell: ite Division 
for consideration. 

On receipt of that 30-day letter the taxpayer has the alternative 
of either sending in his protest and requesting that the case be referred 
to the Appellate Division or signing an agreement form which, if he 
does, puts the matter at an end. If he chooses to protest, he sends 
his protest to the director’s office, where it is given a careful review and 
screening for the purpose ot determining whether or not the case can 
be settled in the light of the protest. If, after the protest has been 
considered in the director’s office, it is concluded that the case cannot 
be settled, the taxpayer is then notified that the case is being referred 
to the Appellate Division and that he should seek his further con 
ference with that Division. 

When the case is reached for consideration in the Appellate Divi- 
sion, a hearing is given to the taxpayer and if, as a result of that hear 
ing, an agreement is reached, the case then is concluded. If, on the 
other hand, the Appellate Division cannot reach an agreement with the 
(axpayer on the case, the district commissioner then issues a 90-day 
letter which notifies the taxpayer that unless an appeal is filed with 
the Tax Court of the United States within the 90-day period the 
district commissioner will proceed to make the assessment. If the 
taxpayer decides upon receipt of the 90-day letter to agree with the 
Appellate Division's finding, the case is closed out at the appellate 
level, 

If, on the other hand, he decides to petition the Tax Court, the 
issessment, of course, is held up pending the disposal of the petition 
n the Tax Court. Even after the petition has been filed with the 
Tax Court, however, the taxpayer still has an opportunity to settle 
the case, even though it is in the docketed status. In that event, before 
the case can be settled, the Appellate Division must obtain the con- 
currence of the lawyer who is responsible for repreesnting the district 
commissioner in the Tax Court hearing. He must seek his concur- 
rence before the case can be settled in a docketed 

That, very, very briefly, Mr. Chairman, is the routing of any 
neome-tax case that 1s appealed from the director’s level. 


A FRAUD CASE 


Mr. CanFievp. In the case of fraud what is the picture ? 
Mr. Winkte. The routing of a fraud case is somewhat different. 
Fraud cases can arise generally in one of two ways, either as the 


1734—53 45 
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result of an examination which was originally undertaken as a 
tine examination or as the result of a tip or lead or informatio 
some kind coming to the attention of the Intelligence Division. 

Taking the normal type of case where the revenue agent work 
out of the Audit Division is undertaking an examination of the t 
payer’s books and records and comes upon information curing | 

ourse of that examination which suggests the existence of fraud, 
nstructions are that the agent is to immediately suspend his inv 
gation at that point and prepare a preliminary report in which 
would recite ry « arefully the information he has developed { 
suggests to him that there “may be fraud in the case. Then that 
port is referred up through channels to the head of the Audit Divisic 
and in turn it is sent across to the head of the Intelligence Divisior 
order that the information may be evaluated with a view to determ 
ing whether or not the Intelligence Division would wish to join in 
joint investigation of the case. If, after evaluation of the informati 
in the Inte llge nce Division, it is concluded that the ev idence the age 
has developed is not sufficiently indicative of fraud to warrant t 
assionment of a spec ial agent to the case, the ¢ ¥ is referred back 
the Audit Division with the suggestion that it be developed along 
routine lines, but that if any further indications of fraud appear t 
matter should again be referred to the Intelligence Division. 

If, on the other hand, the Intelligence Division considers that the 

cations of fraud that the agent has dug up are sufficient to warrant 
the assignment of a trained s spe cial agent to the case, the spec ial agen 
is assigned, and thereafter the case is worked jointly by the rever 
agent. who is responsible for the audit, or the technical features of 
case, and the special agent who is responsible for the criminal, o 
fraud features of the case. 

At the completion of the investigation at the present time there are 
two reports prepared, one the technical report and the other the fraud 
report. We are hoping that we will ultimately get to the point wher 
those two reports can be combined. We have not gotten to it as yet 

The routing of that report depends upon what recommendation 
made. If the recommendation is that no criminal prosecution be inst 
tuted but that the 50 percent civil fraud penalty be asserted, the ease 
is then referred back to the audit division, where the civil liability. 
plus the 50 percent fraud penalty, is settled. 

If the taxpayer, of course, is in disagreement in that type of situa 
tion, then the case follows the channels that I outlined a moment ago, 
even though there is a 50 percent civil fraud penalty feature in the 
Case, 

If, on the other hand, criminal prosecution is recommended, the case 
cannot be closed out at the directors office level: that is to say. the pr 
cedures are such that once criminal prosecution is recommended. 
neither the head of the Intelligence Division nor the Director of 
Internal Revenue can change that recommendation. They can express 
themselves on the recommendation, but the instructions are that th 

-e must proceed up to the district commissioner's level, where it is 
turned over to the assistant district commissioner for intelligence, 


In the meanwhile, of course, the taxpayer has been given an oppor 
tunitv for conferences with appropr late officials at the director’s leve 


When the case reaches the assistant district commissioner—intel] 





hee, s very ¢ rel ly eXamuined, and if t! 


it the district nimissioner’s level agrees to the recommendation, 1 
then referred over to the office of the district counsel, where the e) 
forcement counsel, who is a part of the district counsel setup, pro 
ceeds to examine the case, al d if he 1 | agreement that prosec ub 
noe a yusonmnen eas then the case i sent directly from the dis 
el’s office to the De spartment of Justice here in Was shington. 
Thereafter, t dec ision as to whethe they should vo ahead wit! 

he Depa ment of Justice. Tf, 
intel n 


el conclude that 10 prosecul 1] n order, tl 


ty? 
Li it 


on down for civil settlement. 


If there is a disagreemel ‘ eLween the "1ct Col | and the 


sistant district col 11S 

» Washington where a de 

the Intelligence Division i 
lin the Chief Counsel's office. 
The final 


cle Ision, Rowers ul er cist ng orders a to hethe 
prosecution will be instituted is that of the Chief Counsel’s office 

That, very briefly, is ; the procedure followed in the processing of a 

ix fraud case under the ne ; organization plan. 

i Gary. You say that when a fraud case is turned over to th 
Department of Justice in Washington, it determines whether there 
to be prosecut ion ¢ 

Mr. Wrinxe. That is correct, sir. 

Mr. Gary. And then they send it down to the district? 

Mr. Winkie. To the United States attorney. 

Mr. Gary. Does the district attorney have any discretion in the 

iatter at all? 

Mr. Winkie. We have had numerous cases returned to us from the 
Departme nt of Justice. In some of them there is an indication that 
the United States attorney, after evaluating the evidence in the case 
did not feel that there was a sufficient certainty of conviction to war 
rant going ahead. 

Mr. Sreminsxt. In the event no ground for prosecution exists, what 
notification does the Director of Internal Revenue receive, if any, 
from the Department of Justice ? 

Mr. Winkie. If I understand your question, Congressman, it is if 
the Department of Justice concludes that they will not go ahead with 
prosecution, what notification does the director’s office receive ? 

Mr. Stemrnsxr. Yes. 

Mr. Winkie. We are notified as to the reasons why the Department 
does not feel that it should go ahead. As a matter of fact, not too 
long ago we had a conference with Mr, Holland, the Assistant At 
torney General in charge of the Tax Div ision, and among other | hu vs 
we discussed the matter of our being advised as specifically as possible 
in those cases because, of course, we want to use that for management 
and analysis purposes. 

Mr. Anprews. That notice comes on down through channels until it 
might get back to the audit division and start over again in the normal 
course. 

Mr. WinkxKte. That is correct. 





706 
CRITERIA FOR EXAMINATION OF RETURNS 


Mr. James. I have just a question on the primary examination of 
returns. Is there any top limit where you begin, or end, the examina- 
tions? I mean by that( is there a limit of gross or net income which 
goes through without anything but pe .rfunctory examination ? 

Mr. Anprews. That would be done by a selective process. 

Mr. James. I have in mind returns from domestic help and people 
like that. 

Mr. Anprews. That is a selective proposition. 

Mr. Arxerson. I think a brief answer to the question would be 
that generally there would be no examination of a return unless there 
is some evidence of a substantial change that would be involved in the 
audit of the return. 

Mr. James. In other words, you have developed your fund of ir 
formation on the matter to the extent that you can almost look at a 
small tax return and say that it warrants further investigation, or 
does not? 

Dr. Arxrson. That is correct, 

Mr. James. The other thing that I want to ask is this: In case of 
persons, for example, like a salesman whose earnings are dependent 
on the amount of business that he sells on a commission basis, or 
something of that sort, is there any standard of relationship of the 
expenses claimed by such a man to his gross earnings that would 
exempt his return from further examination as to expenses or. ? 
- n fewer words, do you have a standard of what a man ought to spen 

r should reasonably spend, earning his income? 

Dr. Arkrson. There are no spec cific standards worked out numeri 
cally; but, as the result of long experience on the part of the agent 
who makes the examination, he is able by virtue of his experience to 
dctermine those returns where the type of deductions or expenses of 
the type that you refer to is out of line with the general run of cases, 
and they are selected. 

I would like to emphasize that that particular type of case, as a 
class—that is to say, small people on salaries as distinct from busi 
ness—are treated separately from the standpoint of intensity of the 
type of examination, because, in the cases that you have reference to, 
the likelihood of producing substantial tax changes is much less than 
the case of a man with business transactions. So, we do touch more 
lightly the type of case that you have referred to as a class than we 
do the business group. 

When you get to the individual case, we rely very heavily on the 
long-time experience and judgment of the man who is actu: ally selecting 
the oe for examination. 

Mr. James. And that experience and judgment have been brought to 
the point t where you are saved the necessity of fully processing a lot 
of these tax returns? 

Dr. Arkrson. That is correct, 


INTERNAI REVENUE’S REPORT TO THE STOCKHOLDERS OF AMERICA 


Mr. Stemrnskt. In a few days, as chief of 1 of the 10 largest busi- 
ness transactions in the world, you are going to issue your report to 


tle stockholders of America; and, as big business issues its report 
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owing il collections and its net situation, I 
take the liberty of listing any ae that you 
t to the Nation, such as w: brought ol 
as situation with the actors. I thi nk the pr 
forward annually to the report of the ¢ 
ue. You can pace the Nation in 
; people do not know them as 
r. CANFIELD. Mr. Commissio 
ittee when I say this: We are 


ontent of today’s present ition. The job h 


ne. is going to be very helpful to us al 
ANDREWS. ape, ye u, sir. 
* CANFIELD. We | adjourn until 9:30 o’clo k tomor 
g for another session, at which time we plan to conclude the | 
internal revenue. 


Wepnespay, Apri 1, 195 


INTERPRETATION OF ReveNnuE Laws, AND RULING SERVICES 


Mr. Canrteip. Mr. Commissioner, it is our understanding that in 
preparing your requests this year you itemize eight activities of the 
Bureau, and the first activ ity is “Inte rpretation of revenue laws, and 
ruling services,” for which your budget request is $5,694,532, the same 
amount as allowed last year. 

That is true, is it not ¢ 

Mr. Anprews. That is right, sir 

Mr. Canrietp. Will you be good enough at this time to review 
briefly this activity ? 

Mr. Anprews. Mr. Sugarman, the Assistant Commissioner in 
charge of that activity, is here. I will ask him to review for you the 
ictivities of his divi ision and tell you how it operates. 

Mr. Sugarman. Mr. Chairman, activity No. 1 encompasses the work 
performed under the Assistant Commissioner (Technical) in the Wash- 
ington headquarters, and some of the work in the Office of the Chief 
Counsel, and deals with interpretation and with regulation matters 
The amount that is shown in the request for this activity is not to be 
used solely within one office but is involved in the two offices. 

The principal functions of the office of the Assistant Commissioner 
(Technical), which will absorb a considerable part of this amount, 
relate to the issuance of rulings to taxpayers and the preparation of 
the Treasury Department regulations, as well as providing technical 
advice to the field offices upon request. 

The Washington headquarters, as you have seen from the charts 
that have been presented here, has been organized so that all of the 
tax-rulings functions of the Commissioner are under the administra- 
tive direction of the Assistant Commissioner (Technical). The Tech 
nical Rulings Division and the Special Technical Services Divison, 
which are under the Assistant Commissioner, receive requests from 
taxpayers for rulings on proposed and other transactions where it is 
necessary that the tax consequences be determined. 





TOS 
I is a very ee nt function because, as I am sure you wil 
ippreciate, it is of miports ince to businessmen to know the tax conse 
quences of particular transactions they may be or ring into. 

Mr. Anpri WS. Mr. Sugarman, I think maybe I had better put in 
there that it is Important not only to the business people | ut also to a 

eat many individuals. 

Mr. Sugarman. Requests for rulings from taxpayers are received 
at the rate of about 4,000 per month, with an increase in that load 
luring the filing period. 

Where difficult or novel questions or involved questions of law are 
received, they are referred for review or consideration to the Office 
of the Chief Counsel. That is why a portion of this fund in activity 
No. 1 is allocated to the Chief Counsel. 

Mr. Canrrecp. Will you name the Chief Counsel ? 

Mr. Sugarman. The Chief Counsel is Charles W. Davis. 

The preparation of regulations is the initial responsibility of the 
Technical Planning Division, which also works in conjunction with 
the legal staff in scheduling and in the initial drafting of the proposed 
regulations which are eventually issued over the signature of the 
(ommissioner with the approval of the Secretary. 

ie Revenue Act of 1950, the Excess Profits Tax Act of 1950, the 
Revenue Act of 1951, and the Social Security Amendments of 1950 
provided within a very short period of time an unusual amount of 
tax legislation which required the issuance of Treasury regulations. 
[ might say in that connection that this heavy and unusual workload 
required during the past year and a half the issuance of approximately 
150 regulations and amendments of regulations. 


We have just about completed the job of bringing our regulations 
eurrent in terms of the regulations required by that new legislation. 
Ac Al tof the appropriation which has been requested, and included 
the figure before you, funds will be used for increased emphasis 
nging the regulations up to date and keeping them that 


problem in that. connection, Mr. Chairman, arises from the 

at in the rush of issuing additional regulations to implement 

legislation. we have been unable to revise and codify our 
reoulations. 

We have scheduled this year the early issuance of new regulations 
vhich will be on a current basis. In that process we are making 
every effort to simplify the regulations. I may also say in that con 
nection, Mr. Chairman, we have been very much alive to the need 
for savings in this area, and we are developing procedures and 
planning to use other facilities of the Government so that we esti- 
mate we will save about $100,000 in the processing and preparation 
of regulations. 

L would like to stress one other thing in connection with the funds 
that are to be allocated for ac ‘tivity No. 1, and that is the concept of 
this activity in connection with the Tax Administration. 

While in terms of the total budget of the Bureau the funds re- 
quested for this activity amount to only about 2 percent, the feeling 
is that it is a fundamental function, and in some respects should be 
n the forefront of our functions because it encompasses the basic 
issuance of regulations, tax forms, and instructions for taxpayers, 
and rulings, all of which go to aid the taxpayer in filling out his 
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eturn properly in the first instance; and as the Commissioner has 
ressed, to the extent we are able to assist taxpayers 1n filing their 
turns properly in the first instance we reduce the very expensive 
idit program. 
Mr. Chairman, I think that that concludes what I have to say 
this point. Of course, I shall be glad to answer any questions in 
evard to this activity. 
Mr. Canriecp. Mr. Sugarman, does this activity have to do with 
preparation of tax forms? 
Mr. Sugarman. Yes. sir. We have in our Technical Planning Di 
sion a section which has the secanebaee for the preparation of 
x forms for taxpayers. 


USE OF EMPLOYEE'S OPTIONAL INCOME-1 \X RETURN 


Mr. Canrtevp. I was talking last night to our colleague, Representa 
ve Kean, of New Jersey, who, as you know, is a member of the 
House Committee on Ways and Means. He made reference to the 
sual form 1040 for individual income-tax returns and form 1040A, 
hich you call Employee’s Optional Income Tax Return. 

That is the return that may he submitted by one whose VTross income 
s less than $5,000 and consists entirely of wages reported on with 
holding statements. He expressed a little concern over this approach 
id seems to think that this is going to involve extra work on the part 
of the Bureau and its personnel. Further, he holds that a taxpayer 
n this class ought to find it very easy to compute his own tax from the 
table on page 4 of the usual form 1040, and he adds also that it means 
SI moteing to the taxpayer to know definitely when he files a return 
what his tax is. 

Will vou be good enough at this time to comment ? 

Mr. SuGarmMAn. Yes, sir. I might say that the subject of the type 
‘f return that is to be filed by the wage earner who has less than $5,000 
of income, where most of it comes from wages from which there have 
peen W ithholdings., has been a matter of considerable study. At one 

me the system w: as that the wage earner would merely file his copy 
»f form W-2, which is his wage withholding rece ipt, and the Bureau 
would compute the tax. 

Due to some apprehension as to whether we were obtaining com- 
plete reporting, we went to this form 1040—-A, which requires a little 
more information than the attachment of form W 

I might Say that the proy ision for this type of filing i is In the statute. 

The section of the law is section 51 (f) of the Internal Revenue 
Code, which gives the taxpayer, at his option, the right, in effect. to 
file his return through this simplified form and to require the Bureau 
of Internal Revenue, the director’s office, to compute the tax for him. 

The form which has been prescribed is in accordance with that stat- 
utory perene 

Mr. Canrretp. What burden, if any, does this impose upon the 
nd What extra work / 

Mr. Sugarman. Perhaps Dr. Atkeson, or Mr. Winkle could better 
answer that question. 

Dr. Arxrson. Mr. Chairman, there is no extra work in the com- 
putation of the tax insofar as 1040-A is concerned for the simple 
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reason that we have to put every tax return through what we ec: 
| 


mathematical verification process. 
In the mathematical verification process we automatically det 


1 1 


ne the tax liabilitv on each of the forms 1040—A, so up to that pe 
no additional work, but there is some additional work t 


from ie fact that these people who have a balance of tax 


from paying the tax until they receive a | 
he computation is made. As a conseq ut 
ils. about 3 million of them, do not hav: 
sometime in June or July, which is quite a lo 
: ar. That has been one of the contributi 
nt warrants. For that reason we have d 
form without in any way denying the opt 
» taxpaver where he wishes to use the return form. 
"hen this was first put into effect back in 1944, under the Tax S 
ication Act of 1944, there were about 23 million of these retin 
Today, the number is around 14,500,000. 


ORGANIZATIONAL BREAKDOWN OF AVERAGE POSITIONS BY ACTIVITY 


Mr. Gary. Mr. Chairman, I] have only one question, and it deals wit} 
all these departments and activities. I think that I might ask it n 
and get them to prepare a table or statement with reference to per 
sonnel. I think that we ought to have in the record a list of the nun 
ber of employees engaged in each of.these activities such as the Colle: 
tion Division, the Audit Division, and so forth. If they could give us 
a statement on that with respect to these various activities, it would bi 
very helpful to the committee. 

Mr. Anprews. We can do that all right, sir. 

Mr. Canrretp. Without objection, that will be done, Later perhaps, 
if there is a revision, that presentation also will have to be revised. 

Mr. Anprews. Would you like to have that as of December 31, 1952? 
I am trying te get at what you want in the way of the date. 

Mr. Gary. If you could give it to us for 1952 and an estimate for 
1953, that would be fine 

Mr. Anprews. We have that, sir. 

(The material referred to is as follows:) 


A verage positions 


Fiscal year 


1952 


evenue laws, and ruling 
perat 
lechnical 
Office of Chief Counsel 


Office of Administrative Assistant to Commissioner 
tivity No. 1 
nd audit 
nnical 
Inspection 
Office of Chief Counsel 


Office of Administrative Assistant to Comn 


rotal, activity No. 2 





Office of 
Office of Admin 


Potal, 


ners 
llato 


Opera 
[em porary 
lect l 
Inspection 
Office 


Total, activity > 
Statistical reportin 


Oper 
Office 


NUMBER OF SHORT FORMS FILED BY MAIL 


Mr. James. Referring again to the use of the short form, do you 
have any record of how many of the short forms are filed by mail and 
iow many are filed person: uly at the local offices ? 

Mr.ArKrson. Mr. Chairman, practically all of them are filed by 
mail. The reason I say that is because if a person comes in and see ‘ks 
help in the preparation of a tax-return form it is our practice to use 
the larger form 1040, The reason we use the larger form is because 
we can dispose of the tax lability at that particular time. 

Mr. JAmeEs. That is all. 


INVESTIGATION AND Aupit or Tax Rerurns 


Mr. CAnrteLD. Activity No. 2 is “Investigation and audit of tax 
returns.” The amount requested for the new fiscal year 1954 is $138,- 
032.658, which is the same as allowed for the current fise al year. 

Mr. Commissioner, will you address yourself to that item at this 
time ? 
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Mr. AnNp That comes under the Assistant Commissioner, M 
Winkle, in charge of operations. 

Mr. CANFreLp. Mr. Winkle. 

Mr. Winkie. Mr. Chairman, as far as our audit activity is e 
cer! ed. a Vol res il] from prey ious years, the Bureau’s object 


has alwavs bee o trv to streamline and Improve on its “housekee 


ne activitie { paper hand|ln oO and processing job—and thre 
the moneys that we can save in those areas over into the enforceme) 
area. That continues to be ou policy, as the Commissioner indicat 
statem t vesterday 

in) , sound policy: but, like everything else, it requir 
pretty careful scrutiny from time to time to make certain that all o 
programs are being kept in proper balance. We have concluded t] 
it is necessary more or less continually to reexamine the prioriti: 
that we have given to certain classes of work. 

I mean. for example, that included in activity No. 2 is not only the 
investigation and examination of income tax and other classes of ta 
returns filed with the Bureau, but also the examination of claims f 
refunds filed by taxpayers: the review, investigation, and examinatio 
of offers in compromise; and, as I mentioned yesterday, the so-call 
taxpayer-assistance program, under which for about a 2- or 214-mont! 
period during the first part of the calendar vear an increasing number 
of our agents have been thrown into the program for assisting tax 
pavers during the filing period. 

Because the claims work and the offers in compromise work and 
other related functions have been lagging behind, we have readjusted 
the way in which we are allocating our resources within this No. ¢ 
category, SO as to throw more manpower into those so-called must 
categories of work; in other words, we can make up our own mind 
whether or not we will audit or examine a tax return when it is filed, 
but when we get a claim for refund, or an offer in compromise, We have 
to handle it: we have no choice. Consequently, we refer to that type 
of thing as a“must” category, and since it has been lagging we have 
decided to throw somewhat more manpower into that area, 

In addition to that, the “must” work is being given a No. 1 priority 
in activity No. 2. 

Secondly, we have set up as the No. 2 priority the so-called racket 
investigations. What we are attempting to do in that area is to reduce 
the tremendous number of cases, or I should say, names and leads that 
began to pile up soon after the racket program was inaugurated, with 
a view to weeding out the small cases, referring those back to the 
revenue agents, and then concentrating on the hard core of racketeers 
we think will be most productive from a money standpoint. 

The third priority is the investigation of tax frauds other than the 
racket type; that is to say, the so-called regular tax-fraud program 
We attach considerable importance to that, as we do to the racket field, 
hecause we feel very strongly that in order to preserve this voluntary 

vstem of self-assessment, on which we are so largely dependent for 
the bulk of our compliance, we have to give a high priority to the 
chiseling or cheating factor. 

Then, of necessity, lastly in the order of priority, comes the so-called 
regular examination or investigation work; that is to say, the nor 
fraud type of return. 





The order Oi pl Oritv wa gone over very caretul Y. Lh rt 


ipidly. We may be in here next year with a little different priority. 


of trying to keep the entire program 1n a state of 


| fieult questions to meet and solve because the picture fluectu ite 
| 


n relation to the money and m inpower we have 


] 


irrow into the total iob. 
We also, however, have not been unmindful of the need for 


many improvements as we can in the audit area 
a id econom es, 

Atkeson indicat l he other day the general 
Yoo audit program, he ypes of returns that we ints 

: ink that the audit program for 1953, 

stems from the analytical work done in connect! 

audit-control program, s probably the best a 

e Bureau has devised to date. We are very hopefi 

ive wood result from it. But it has been the result 
weful planning in the audit area. 

In addition to that, we propose to reduce the number of cases that 
re sent in to Washington for post-audit review; that is to say, the 
number of closed cases that are sent in to Washington for review will 
e reduced by about one-half, as compared with the number now 
coming in. We think with a more sele = approach to our post- 
iew function, and with a better analytical approac h, we can prol 
‘ get out of a postreview program, about half the size of what we 

carrying on now, as good results as we have had in the past. In 
many respects it should be a better program, because we plan to use the 
postreview mechanism not only as a qualitative control device as is now 
done, to see what the quality of the settlements is in the field, but in 
iddition to that we plan to derive from the postreview process much 
keaningful management information which will give us better ideas 
than we now have as to the types of issues that are recurring in the 
field, the manner in which they are being handled, the amount of time 
the agents are putting on the cases, the approaches they are t a ng 
n the examination of the returns, and so forth. We think out of that 
will come information that we can use for a much more intelligent se 
efficient and economical deployment of our manpower and our appro- 
priated funds. 

Mr. Awnprews. I would like to get into the record at this point this 
idea: Pointing up what Mr. Winkle has just said, and he referred to 
it, we are trying to improve our overhead oper: ations, reduce the cost 
of those, and apply that money over the improvement of our audit 
program, or what we call our production progr: am. 

Now. | do not want to leave the Impression with vou that we are 
stopping there, as a matter of improved efficiency. We also recognize 
the responsibility to make that audit program as economical as pos- 
sible, and we are taking definite steps in that direction, to improve 
that, and to get out a greater production—as I put it the other day, 
a greater number of units per man-day or per man-hour. 

Mr. Winkie. Then again, Mr. Chairman, we are beginning to ex 
plore the possibilities of doing away with the so-called joint investi 
gations in tax fraud cases. As you may recall, I explained yesterday 
in a tax fraud case we have both a revenue agent who works the 
technical features of the case and a special agent who works the crimi- 
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nal and evidentiary features of it, working on the case together. W, 
would like to feel we may be able to reach a point in respect to sor 
of the smaller tax fraud cases where perhaps one agent can handle 
both the technical features and the fraud features. If we are able 
to do that, I think that we will effect some savings in manpower. 
Lastly, we are taking as much advantage as we can of the fact that 
for the first time in the Bureau’s history, as I indicated in the explana 
tion of the organization yesterday, all of the audit functions are now 
oTOU ped together under one supervisory entity in the field. That 
makes it easier for us to level on the total audit and enforcement job 
The reorganization has been with us only about 7 or 8 months, and 
we are just beginning now to explore the various things that the new 
erouping of functions should enable us to do in the audit area, 


REASONS FOR INCREASE IN TAX REFUNDS 


Mi \NFIELD. Mr. Winkle, I have in my hand a copy of the Treas 
ury Daily Statement of March 13, 1953. It was called to my attention 
by Chairman Taber of the House Appropriations Committee. Under 

“Refunds of rece ipts” the statement shows that this month to date the 
figure is $880 million plus. For the corresponding period last year the 
figure was $185 million plus. For the fiscal year 1953 to date the figure 
was $1,220 million plus, and for the corresponding period in the fiscal 
year 1952 the figure was $734 million plus, indicating that there has 
been a tremendous increase in refunds. 

Will you be good enough to explain why that jump is indicated by 
the in reasury Daily Statement ? 

Anprews. I would like to say this has been a matter of concern 
to us, coal there are three answers to it which I think will make it pretty 
clear why it has happened. 

Mr. Wrinxix. As the Commissioner has indicated, so far as we have 
been able to determine, there appear to be three major factors responsi- 
ble for the increase in, not only the number, but the dollar value of 
refunds that have been made to date as compared with last year. 


ACCELERATION IN RATE OF PROCESSING AND SCHEDULING REFUNDS 


re first reason appears to stem from a very definitely accelerated 
rate in processing and scheduling the re funds. In the period from 
Janua ary 1 through March 19, 1953, directors of internal revenue sched 
uled 16,995,000 individual income tax overpayment refunds aggregat- 
ing $1,216 million. During the same period last year our office had 
scheduled 0,647,000 refunds aggregating approximately $625 mil- 
lion. Thus, the number of individual income tax prepayment refunds 
scheduled for this year increased by 6,350,000 or a 60-percent increase 
in number. The amount scheduled to date represents an increase of 
$590 million or a 94-percent increase. The stepped-up rate on refunds 
responsible for the 60-percent increase in the number scheduled—and 
1 emphasize here the stepped-up rate in the number scheduled as dis 
tinguished from the dollar value, although there is of necessity some 
relation—is primarily due first to revised procedures prescribed by 
Washington headquarters. 

I might enlarge on that a little, Back in December 1952, we pre- 
pared, in anticipation of the fact that we would have an organization 
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in the field that we thought could accommodate itself in much bettes 
fashion to changes in procedure that would be designed to accelerate 
the refunding operation, we charted out in considerable detail for the 
first time to the field the various steps which they would be required 
follow on a uniform basis to get the refunding operation accom 
That had a very substantial effect on the speed with whi 
they were able to process the refunds. 

Secondly, we established an April 15 target date for completior 
yf the project, which I think also had a very marked effect upon the 
field. 

Thirdly, we had what I think was the happy) situation of having thi 


> 


directors of internal revenue in control for the first time in the Bu 
reau’s history of all revenue personnel in the local areas with authority 
to shift the personnel to top priority jobs. No longer was the colle 
tor of internal revenue concerned with the problem of having to go 
to a revenue agent in charge and ask for assignment of additional 
people. For the first time, also, the directors were able to draft cle: 
ical employees from the intelligence division, in some instances from 
the alcohol and tobacco tax division, and from other divisions, and 
the whole thing had a good deal more flexibility to it than was tru 
n the past. The directors had much more leeway to draft the man 
power necessary to get the job done. 

rom the reports we have been rece IWilhg from the field, we fe 
very confident that practically all the offices will meet the April 1: 
target date. That date has significance because, beginning with the 
16th of April we must pay interest on refunds. If we get them out 
before the 15th, we are not required to pay interest on them. So that, 
too, has had a very definite effect. 


Fourthly, we feel that the directors have been more responsive 
to Washington policy decisions and guidance than were some of the 
former officials. I think that, too, has been a result of the reorganiza 
tion, 

Now, that all goes to improvements in procedures and the effects of 
reorganiaztion on the program. 


INCREASED WITHHOLDING RATE 


There is a second reason why the dollar value of refunds is greate 
this year than it was last year, and that is the increased withholding 
rate that is now in effect. As you will recall, for the first 10 months 
of the calendar year 1951 we had an 18 percent withholding rate. The 
present 20 percent rate was put into effect November 1, 1951. While 
these rates were geared to the tax liability, the higher withholding 
rates necessarily resulted in larger refunds. 

For example, an employee with a dependent born during the latte: 
part of the calendar year, which is not taken into account for with 
holding purposes by the employer, is entitled to a refund of $120 
under the 20 percent rate and to a refund of only $108 under an 18 
percent rate. 

This same factor is involved in the case of employees W ho do not get 
the full benefit of their withholding exemptions because of entering o1 
leaving the labor force during the year, or who are unemployed for 
a part of the year because of change in jobs, strikes, and so forth. So. 
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the increased withholding rate has definitely had an effect upon 
increase 1n the dollar value of refunds. 


INCREASE IN SPILLOVER PAYMENTS 


Now, the third and last reason relates to what we refer to-as a1 
abnormal spillover of 1951 overprepayment refunds into the fiscal year 
1953. What I mean by that is this: For the first 6 months of the fiscal] 
year 1952 individual income tax overprepayment refunds aggregated 
$55 million. In contrast, during the first 6 months of the fiscal year 
1953, similar refunding aggregated $198 million. The increase i1 
the fiscal year 1953 reflected the fact that the refunding operations 
on the 1951 tax year returns extended beyond July 1, 1952, or into the 
fiscal year 1953. 

Thus, compared with the preceding year, the figure for the first 
months of the fiscal year 1953 is approximately $143 million more 
In other words, that simply adds up to the fact that we were slowe 
Jast year in turning out the refunds, and consequently $143 million 
worth of them spilled over into the next fiscal year, though actually, 
if we had been doing the same kind of job last year as we are doing 
now, they would not have been reflected in this year’s hidiee. 

Mr. Canrretp. Those spillover payments involve interest ? 

Mr. aoe E. Yes, sir. 

Mr. Canrretp. So, your current operations through reorganization 
have = rmitted you to expedite these payments, and in the end you will 
be saving money ? 

Mr. Winkie. That is correct, sir. 


I should point this out, as I think the Commissioner indicated yes- 
terday: Both in connection with the better and more extensive tax 
payer-assistance program we have this year and also in terms of the 
more rapid refunding operation we had, we must not lose sight of 
the fact that during that 214 months’ period the audit work has had to 
lag. As the Commissioner indicated, it is a problem of our not being 
able to have our cake and eat it too. 


PAYMENT OF INTEREST ON REFUND 


Mr. Passman. I would like to ask a question at this point. 

In making the refunds and paying interest after April 15, do you 
pay interest only after April 15, or do you make it retroactive to the 
time of the overpayment? 

Mr. Winkie. In effect, the interest runs from April 15. 


DETERMINATION OF INDIVIDUAL’S INCOME TAX BY EMPLOYER 


Mr. Pass Mm Mr. Commissioner, have you given any thought to a 
program whereby the factories or e mploye rs may make an adjustment 
on the final withholding whereby they could file a correct report and 
save the Bureau the trouble and expense of auditing and making the 
refund ? 

Mr. Anprews. I expect that Dr. Atkeson could answer that better 
thanI. Icansee right off the bat where that would be rather difficult. 

Mr. Passman. There would be repercussions. 
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Mr. Anprews. I am not thinking about the repercussions ; I am 
hinking about the accuracy of the effort. 

Mr. Arxrson. That particular point was thoroughly considered 
ack in 1943 under the current tax-payment act when the 20- percent 
withholding was first adopted. One basis of consideration was the 
program that was used in England whereby they had what is called a 
cumulative withholding system. For example, if an employee goes 
from one employer to another during the course of the year, he would 
take his accumulated earnings record, his accumulated exemption rec- 
ord, and the next employer would just start from there so that at the 
end of the year you would reach the result that you have in mind 
of having worked out the annual tax liability, but it was rejected 
because it appeared to place too much of a burden on the payroll peo 
ple of the employers. I do believe, with the rapid change in employ- 
ment, the burden on industry would be very, very heavy under that 
kind of system. 

Mr. Passman. The rapid change in employment would be the main 
objection to it, would it not ? 

Mr. Arxeson. I think that is correct, sir. It has an additional ob- 
jection, too, in that you would be more or less forcing each employee 
to disclose to successive employers his previous earnings and his previ 
ous exemption status. ‘To some people that would be undesirable and 
to others it would make no difference; nevertheless, it has that partic- 
ular objection. 

Mr. Anprews. I think there is a much more serious objection than 
that, and that is that, since this would necessarily impose a burden of 
adjustment to the zero calculation of it on the employer, it would 
mean, first of all, that he would have to augment his payroll force. 
Incidentally, that is difficult right now in periods of extremely high 
employment. It would also mean, undoubtedly, there would be some 
slowup in the payroll lag period between the date as of when a man 
is paid and the date he actually gets his money. I am of the opinion 
myself, having considered this question a bit, that we are doing the 
simplest thing to do, and the most satisfactory one. 

Mr. Passman. | was thinking, of course, in terms of saving money 
for the Federal Government. 





Tax Accounts 





CoLLECTION OF DELINQUENT 


Mr. Canriecp. Activity No. 3 is “Collection of delinquent tax ac- 
counts.” For this phase of the Bureau’s work the budget estimate 
for the fiscal year 1954 is $26,063,955, and that is an increase of $4,575 
000 over the mone ys allowed for the current fiscal year. 

Mr. Anprews. That, also, is another matter that comes under Mr. 
Winkle. and he will cover that. 

I might say, before he gets started, the collection problem has both 
ered us a great deal. It is still bothering us and probably will for a 
while. I think we are now beginning to get on top of it. 

Mr. Winkie. As the Commissioner has just indicated, this is a mat- 
ter of considerable concern to us—the matter of delinquent accounts. 
As you know, it is the area in which we propose to put the 689 added 
revenue agents that we are asking for if we receive pe rmission to re- 


cruit them. 
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INCREASE IN OUTSTANDING WARRANTS 


The delinquent-accounts situation over the past 3 years has groy 
alarmingly. We can place in the record a table that will show t 
way in which the warrants have climbed. When I speak about ou 
warrants, I am referring only to those outstanding accounts that ha 
reached what we call the warrant stage; that is to say, after eve: 
effort has been made to collect the account through the notices that 
we are required to send out under the law, and through such othe: 
means as we can employ, such as persuasion, telephone calls, and s 
forth. The statute requires that ultimately a warrant for distrai 
be issued. That is the category of cases that we are talking about right 
now. The figures that we will insert in the record will not include 
the total outstanding accounts because, as you well know, many 
those include unpaid balances on estimated declarations of tax ar 
SO forth, which are not in the same category. 

(The information referred to is as follows:) 
ues 


ih warrants, by months, for the fiscal years 1951 and 1952 and 


1st 6 months of the fiscal year 19538 


Siatement showing the numbe of warrants for distraint on hand and the 
nvolve 1 im 


Fiscal year 195 


Number of 
I il warrants 
warrants on m hand 
hand at end at end of 
an +h 


236 | $557, 181, 839 
828 573, 209, 474 

061 583, 342, 619 

107, 200 621, 644, 697 

R27 57.819 618, 496, 433 

mV 955, 841 640, 975, 070 

374 318 659, 112, 358 

7, B81 165 666, 907. 808 

635 YS81, 331 684, 095, 763 

973 72 693, 774, 883 

i , 874 213 708, 782, 868 
June... cae 3, 027 545 », 594 662 692, 177, 450 


Mr. Wrnxke. We have leveled on this problem for some little while 
by instituting a uniform warrant procedure in the field which 1s 
designed to systematize the warrant collection process. Despite that 
and other steps we have taken, as I have indicated, the warrant 
situation has become alarming. 

There are a number of reasons for it. As you know, the withhold- 
ing rates are not high enough with respect to many taxpayers to 
satisfy their ultimate tax liability, and so they are left with balances 
when they file their returns at the end of the year. We also have 
situations where taxpayers with income not subject to withholding 
fail to file declarations of estimated tax, or fail to make payments, 
and that leaves a balance at the end of the year. Then, too, we have 
some wage earners who have filed exemption certificates with their 
employers on which they have claimed excessive exemptions resulting 
in underwithholdings, and then there is a substantial balance when 
the time comes around for filing the return. 
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Unfortunately, we have in the past had to detail person nel assigned 
o collection duties to other work. As I explained yesterday, we 
ittempted to cure that this year. 

Personne! assigned to collection work in the field nave not been 
uilt up in proportion to the increase in the collection workload. 

Another reason, I think, lies in the combination of higher tax rates 
nd high liv Ing costs. That has made it difficult for some of the less 
rrovident taxpayers to meet their tax obligations fully and on time. 
We do have some situations. too, where. because of insuflicient work 
g capital, or unanticipated financial difficulties, employers have used 
ithholding and other trust-fund taxes in financing their business, 
nd failed to transfer the trust-fund collections to the Government 
when they were due. 

rhe greater volume of jeopardy assessments, in racket cases particu 
rly, and in ether tax-fraud cases, have increased the difficulties of 
tax collections. 

Many taxpayers, of course, balk at paying the tax and the penalties 
id interest in fraud cases, particularly until they have had thei 
lay in court one way or the other. We think, also, that the increased 
novement of taxpayers in and out of the Armed ir orces, and frequent 
transfers of military personnel, between duty stations, and so forth, 
ave contributed somewhat to the problem. 

Those, J think, are probably the principal reasons why our war 
rant problem has grown to the serious prepernets it has, and why 


we feel so strongly that in this acheie it has to be given a top 
priority. 


\\ 


DOLLAR VALUE OF OUTSTANDING WARRANTS AS OF DECEMBER 31, 1952 


Mr. James. Do you have any figure on the dollar value of the out 

anding warrants / 

Mr. Anprews. 1,201,758 warrants involving $833,775,771. 

Mr. Wink te. Over four-fifths of a billion. There is an encow 
aging aspect to that, however, in that the number of uncollectible 
warrants that are being written off the books as bad debts, so to speak, 
has shown a decline in the last 3 years. 

Mr. Anprews. | think that I might say that I am not far into this 
question yet, but it is one that is concerning me. I have been think 
ing in terms of probably bringing in a consulting group from the 
retail trade. After all, these are consumer taxes we are collecting, 
and it may well be that we may have to seek the assistance and ad- 
vice of the people who are experts in the field. When the tax base 
was broadened to include all of these millions of people that did not 
formerly pay income taxes directly, it imposed a burden on the Bureau 
that they just were not equipped to handle and were not accustomed 
to handling. I have a notion that perhaps we may have to go to the 
people who are real experts in that to get the final answer to the 
coe lem. We will get it, and we want to get it as quickly as we can 
because if we should have a recession you can see what it would do 
tous. Obviously, I am not alarmed about the situation. 

Mr. Winkle used the word “alarming.” I am not really alarmed 
by it because I look at it in relation to the total dollars involved. 
I do not think that $834,000,000 is such an awful lot of money when 


317384—53- 46 
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you consider the fact that we are collecting $70,000,000,000, O 
course, you cannot compare the $834,000,000 with the $70,000,000,0¢ 
because a more proper comparison would be the amount of individual 
taxes we collect and especially those that are in the low brackets, 

On the other hand, even on that basis, I do not think the amount 
outstanding is terribly high. It is too high, but it is not high enoug| 
to get me excited, except to the extent that | think we ought to do 
everything that we can to improve the system for handling it and 
getting it down. 

Mr. Gary. Is that a 1-year figure? 

Mr. Anprews. That is a cumulative figure, sir. That is what 
outstanding now. 

Mr. Gray. The $834,000,000 is an accumulation for more than 
vear ? 
~ Mr. Anprews. Yes,sir. It has just been building up: 

Mr. Gary. So you could not compare it with the $70,000,000,000 ; 
you would have to go back and compare it with the figures for the 
previous years ¢ 

Mr. Anprews. Yes, sir; we have to compare it with the figures from 
which it arises. 

Mr. James. Would not the answer to that be a high withholding 
rate ¢ 

Mr. Anprews. That would be one way of doing it, Mr. James, but 
the difficulty there is that if we increase the withholding rate you 
thereby impose a burden upon a tremendous number of people that 
do not contribute to this problem. 

Mr. James. It is about as broad as it is long. Everybody has to 


pay in the end, or I presume that everybody has to pay in the end. 

Mr. Anprews. That is true, sir. I am not sure that it would be, 
let. us say, good public relations or good policy or politics, if you want 
to call it that. 


OTHER OUTSTANDING ACCOUNTS 


Mrs. Passman. Of course, the figures that you just gave the com- 
mittee do not reflect the true situation because that is only one category 
of the warrants; is that correct ? 

Mr. Wrvxte. That is one category, Congressman, of our outstand- 
ing accounts. Those are the accounts which I indicated reached the 
last stage, so to speak. 

Now, there are continually in process, of course, other accounts as 
to which warrants for distraint have not yet been issue, but which we 
are trying to collect through notices, letters, and that sort of thing. 
It does not include anything that has not reached what we call the 
warrant stage of collect ion. 

Mr. Anprews. In other words, we do not get too concerned about 
it as long as the account is active; it is when it becomes inactive, and 
that is what we are talking about that causes us to be a little concerned. 


MINIMUM AMOUNT FOR WHICH WARRANT IS ISSUED 


Mr. Passman. Mr. Commissioner, with regard to these warrants, 
a you have a minimum by which you operate? For instance, here 
s a taxpayer who owes a balance of $1.80. Do vou have a low figure 
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it which you start to issue warrants, or do you issue them on any 
amount that is delinquent ? 

Mr. Wink te. On the issuance of the warrant itself ? 

Mr. Passman. Yes. 
Mr. Winkie. We have a $2 tolerance now. 





TAXPAYER CONFERENCES AND APPEALS 





Mr. Canrieitp. The next item is activity No. 4, “Taxpayer confer- 
ences and appeals,” for which the Bureau is requesting $13.571,689 
for the fiscal year 1954, the same amount as was allowed for the cur- 
rent fiscal year. 

Mr. Anprews. That is under Mr. Winkle, the Assistant Commis 
sioner. 

Mr. Winx tr. This is one of the most important activity areas that 
we have because it goes to the basic question of how long it takes the 
taxpayer, particularly the business taxpayer, to know finally, that is, 
is finally as it can be determined on the administrative level, what his 
liabilities are. The appellate picture, of course, is closely tied in 
with the audit problem as it is, in a sense, an extension of the overall 
audit picture. In other words, the more audits that are conducted, 
the more controversies, unfortunately, seem to arise and the more 
cases seem to find themselves in the appellate channels. 

The comparative figures show this picture: In 1949 the total cases 
received in the appellate divisions amounted to 7,385. In 1953 the 
total is 20,338. I might say that some part of that latter figure is 
occasioned by the fact that, incident to reorganization, the appellate 
divisions took over the formal conference work, and most of the 
conference caseload formerly handled in the conference sections of 
the old offices of the internal revenue agents in charge. Prior to re- 
organization there was a conference section in the office of the revenue 
agent in charge, and the next step was the appellate division. Under 
reorganization the conference section and the appellate division have 
been merged, so some part of that increase in intake is due to the take- 
over of the conference section workload. On a case-disposal basis, in 
1949, the appellate division disposed of 5,563 cases. That jumped up 
in 1953 to 9,138, or nearly double. 

The inventory on hand at the end of the fiscal year 1949 amounted 
to 15,936 cases. In 1953 it jumped up to 33,350. There again, part 
of that increase is attributable to the takeover from the conference 
sections. But notwithstanding that fact, the situation as to both the 
no division and Tax Court inventories, I think, could have 

the term “alarming” applied to it here. 

We think that some of the things that have been done, and will be 
done, will tend to alleviate the situation. 

We have added some personnel to the appellate divisions. We have, 
of course, complemented their staffs with most of the conferees that 
were in the old conference sections. We hope to be able to relieve the 
appellate divisions of much of the offer in compromise work that they 
are presently performing, and we have great hopes that the informal 
conference procedure that I explained yesterday under the reorgani 
zation plan will result in settling a relatively greater number of cases 
before they reach the formal appellate stage. 






































[ think Commissioner Andrews may want to comment on this pa 
ticular activity since I know he is very much interested in it. 


NEED FOR SPEEDING UP DECISIONS 


Mr. Anprews. I would like to Say a word or two about that, M 
Chairman. I think I have already said in my opening statement tha 
one of the difliculties we are up against, in my opinion, is a sort of 
fear to make decisions down the line throughout the entire stage « 
the appellate process. I believe that we already have gained sony 
ground with the idea that every person who has review authority 
supposed to approach it with the hope of settling, not merely with th 
hope of just getting some more money out of the taxpayer. I thin! 
down the line the people are beginning to understand that if they 
make honest decisions, even though sometimes they may be bad dec 
sIons, they are not going to be kicked in the teeth for it. With that 
attitude at the top, and going on down through the various levels of 
authority and responsibility, I believe we are going to see within this 
coming year a reversal of the present trend, this larger and large 
inventory of unsettled cases. At any rate, that is one thing that I 
personally am working at vigorously every day, to get that idea over, 
that we want these cases settled. 

I am even thinking in terms of probably taking another look at a 
great many of these cases in the Tax Court and pulling them back, to 
see if we cannot settle them across the board. I know that some of 
them can be settled that way. I hope to settle a couple of them next 
week that would take weeks to try; and, when you take a case that 
ties up a section of the Tax Court for weeks, you can see what happens. 
Everything else builds up until they get through with it. 

We believe that during this coming year we are going to make a 
real dent in this problem. I think we are going to change a lot of 
people’s attitude toward the Bureau. We are not going to give away 
any money. On the other hand, we are not going to operate on the 
assumption that the Government is always right and the taxpayer is 
always wrong. When two people get into an argument somebody is 
right. Usually both of them have something to be said on their sid 
and I think if we can approach it in a more judicial manner, and in a 
spirit of reasonable compromise, that we are going to be able to get a 
lot of this stuff out of the way and begin to see this volume get dow: 
to a point where we are not going to have the backlog we now have. 


AMOUNT OF TAX LIABILITIES INVOLVED IN PENDING CASES 


Mr. Canrretp. Mr. Commissioner, what estimate would you now 
make as to the amount of tax liabilities 1h dollars involved in pending 
cases ¢ 


Mr. Anprews. Close to $1.5 billion. 


EXCESS PROFITS TAX COUNCIL 
Mr. C,nriecp. Commissioner, T note in the justifications that this 
activity includes the work of the Excess Profits Tax Council. Brie 
how is that Council made up and how does it function ? 
Mr. Anprews. I ean tell you this. sir: I talked to a member of the 
Excess Profits Tax Council only a few days ago and he told me that 
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hey had now gotten to the point where practically everything they 
had was in the Tax Court: very little was left. 

I would like to ask Mr. Winkle to reply to your — 

Mr. Winkie. The Excess Profits Tax Council, as you may recall, 
Mr. Chairman, was established a number of years ago to handle the 
excess-profits-tax relief claims filed under section 722 of the Internal 
Revenue Code. ‘The Council was originally comprised of 25 members. 
Its strength has since been very subst: antially reduced. 

Most of the problems in the excess-profits-tax field—that is to say, 
the wartime section 722 relief field as distinguished from the current 
excess-profits-tax cases—are now in the area of docketed cases. That 
is to say, the need is for technical, legal, and economic assistance in 
the cases which have heen docketed in the Tax Court. The bulk of 
the claims are out of the way, so far as the Bureau proper is concerned 

As of Janu: ary 1, 1953, for ex: umple, there were only 97 corpor: itions 
with claims still to be passed on by the Council; 71 of these were under 
active consideration in the Council itself; 23 were still in the hands 
of the field. We established so-called section 722 field committees 
who are specialists on relief claims. We estimate that the Council 
will make determinations in about half of these cases by June 30 of 
this year, which will reduce the inventory pending in the Council 
proper down to roughly 5O cases. 

As of the first of this year there had been, however, ap proximately 
1,650 corporations which had filed petitions with the Tax Court in 
cases where the Council and the taxpayer were unable to get together 
on the settlement. Of this number approximately 150 have now been 
tried. Nearly 800 of them have been closed either on the basis of the 
riginal determination made by the Council or duri ing pretrial con- 
ferences. 

There are now approximately 700 cases pending in the court and 
t is estimated that there will ] srobab ly be somewhere between 100 and 
00 corporations which will file } etitions in the future. 

The Council itself partici faten in = of these pretrial Tax Court 
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onferences and fum Kalin technical assistance to the lawyers in the 
preparation for, and the trial of, the cases. 

The Tax Court recently has set for trial an increasing number of 
section 722 cases. I think that is true in each of the last several terms 


of the court. 

The volume of work and the time applied in assisting in the ot abe 
onferences as well as in the cee and trial of cases will 1 
essarily depend upon the number of cases that the court itself will ~ 

ible toc alendar in the future. 

On January 1, 1950, at the time that the Council was operating at 
its peak strength it had a personnel of about 155 employees. As of 
January 1, 1952, Council personnel had been reduced to 97. 

We have tried to gear together the remaining workloads and the 
personnel requirements, both in the nondocketed and the docketed 
‘ases, and we have a very definite schedule laid out by which each 
month we will drop out for reassignment a given number of Council 
members or technical employees. 

I might say that there are at the present time only nine Council mem- 
bers. Originally, as I indicated, there were 25. The total strength 
of the Council employees is only 66 as distinguished from 155 which 
had originally. 
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It is estimated that substantial further reduction in_ personn 
will be made by December 31 of this year. So that, as of that. date, 
the employees engaged in the section 722 work will be primarily tho 
whose services are required in connection with the Tax Court casi 
I think the program lis volng along very satisfactorily. 


(Discussion off the record.) 


ReeuLarory, ConrroLt, AND Lnspecrion Work 


> 1 


Mr. Canrievp. Activity No, 5 is “Regulatory, control, and ins 
tion work,” for which $20,144,484 is requested, the same amount 
allowed for the current fiscal year. Mr. Commissioner, will you ad 
dress yourself to this item ? 

Mr. Anprews. Mr. Chairman, we have a gentleman here whom 
would like to bring in, Mr. Harold A. Serr, who is technical advise1 
the head of the Alcohol] and Tobacco Tax Diy ision. 

Mr. Canrievp. We shall be glad to hear him. 

Mr. Anprews. The chairman wants us to outline briefly, but as fully 
as may be necessary for them to understand, what you are doing, th« 
budget that you have requested, and what you would do with the 
money. 

Mr. Canrievp. Before Mr. Serr makes his statement may I as 
whether he is included among those for whom you are supplying bio 
graphical sketches for the record? What is his position ? 

Mr. Anprews. Mr. Serr is technical adviser in the Alcohol and To 
bacco Unit. 

Mr. WinkxE. He was not included in the biographical sketches we 
were furnishing, but we could include one for him. 

Mr. Canrtetp. Mr. Serr, what is your title in the Bureau? 

Mr. Serr. Technical adviser to the head of the Alcohol and Tobacco 
Tax Division. 

Mr. Canrretp. How long have you been with the Bureau? 

Mr. Serr. Since 1935, sir. 

Mr. Canrierp. Serving all the time in this particular field ? 

Mr. Serr. No, sir. I started in the Bureau doing statistical work. 
Next, I went into the field inspection work of the Alcohol Tax Unit, 
and in 1950 I was moved to my present position. 

Mr. Canrrevp. Will you be good enough to address yourself now 
to activity No. 5, as set out in your justifications. Tell us about your 
work and your projected program. 

Mr. Serr. I presume you would like to know what we do and how 
we function ? 

Mr. CanrietD, That is true. 

Mr. Serr. We, of course, are charged with the administration of the 
internal-revenue laws relating to alcohol and tobacco; the collection 
of the revenue isthe main objective. However, in the liquor field there 
are also other objectives. We control the liquor industry, in almost 
all its everyday activities. 

Government officers are required to be s‘ationed in the plants. The 
plants are required to be locked and sealed and keys are carried by 
Government officers to much of the equipment and to many of the 
buildings in the plants. 
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So that in addition to the collection ot the revenue, we are engage 
n the control of the liquor industry and of the tobacco industry 
oa lesser extent. 
















We are also engaged 1h the uspension o1 violations, part cul rly 
f the hi quor laws. The elimination of bootleg and moonshine activ 
ies is of great concern to us. 

For this program we have three type of field ofhecers. We have 
torekeepel vavelrs, Government office: ass oned to the | laa ts. We 
ive Inspectors who visit all qualified plants und permittees. The 
nspectors also visit plants where we have storekeeper-gagers reg 
irly assigned. Then we have investigators who are primarily en 
aged in the detection of violation of the liquor ind tobaceo lay 


Would 





you like to know something about the industry itself / 
















NUMBER EMPLOYEES 





OF 








Mr. CANFIELD. First, Mr. Serr, how many employees are there 
your activity at the present time? 

Mr. Serr. The exact number, I cannot tell you at the moment. It 
is something around four thousand. 

Mr. McCotium. For 1953 there are budgeted, under activity No. 5. 
3,685 man-years. We are asking for the same number for 1954. 

Mr. CanrreLp. Gentlemen, we shall adjourn now until 9:30 tomor- 
row morning. 
















Tuourspay, APRIL 2, 1953. 


















BOOTLEGGING OPERATIONS 
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Mr. Canrieitp. Mr. Serr, will you be good enough at this time t 
tell the committee something about bootlegging operations in ow 
country and its effect on your operations ? 

Mr. Serr. On yesterday I tried to describe what our functions 
were, and if that dese ‘ription is complete enough for your purposes, 
possibly I could go into our problems and our workload and what our 
needs are going to be. 

As we see it, our needs next year will probably be about the same 
as they are this year. However, there will be a shift in our needs and 
In our program. I tried to explain that first of all it is claimed—at 
least there has been a good deal of propaganda in the newspapers 
that there is a tremendous increase in bootlegging. When the tax on 
distilled spirits was increased from $9 to $10.50 a tax gallon, that 
naturaily increased the margin for the bootlegger and resulted in 












more bootlegging. 

Our seizures have increased by approximately 10 percent over 
what they were last year. Part of this increase, I might say, however, 
was expected. There has been a gradual increase in bootlegging, back 
to prewar levels, from the low that existed during 1945-46. However, 
we do have an illicit liquor problem. It is mainly in the South, al 
though it is —— to appear along the eastern seaboard around 
New Work and New Jersey. We have been seizing some fairly big 


stills up there. 
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We do find that over 90 percent of the problem is in 11 Southe: 
States. The illicit stills found are small, and it takes manpower t 
£0 into the bushes and into the hills and get the violators. 

So, with the expected increase in this bootlegging problem, whi 
undoubtedly will continue in 1954, we feel that we are going to ha 
to continue to place more manpower in our investigative field. Wy 
hope that we can get part of this m: mnpower from the permissive field: 
that is, from manpower now required for supervision over the leg 
industry, which consists primarily of supervising distilleries, war 
houses, and bottling plants, and for which purpose we need store 
kee} per-gagers. 


INCREASE IN LEGAL WHISKY PRODUCTION 


When the Korean war started in 1950, the peop le of the countr) 
started to buy ee and the ‘listille rs, in order to replace those sales, 
started making whisky. In addition, the distillers feared that if 
real war broke out their plants might be taken over for the productioi 
of war alcohol. So they started on an inventory-building program 
which ultimately increased their stocks by more than 250 millon 
gallons. 

That, of course, took a great deal of additional manpower, We had 
to put storekeeper-gagers into the plants. We drew our manpower 
from every possible source. We practically terminated our retail 
inspection program by making storekeeper-gagers out of the junior 
inspectors assigned to the retail inspection program. Instead of 
making normal replacements in our investigative force, we used all 
available resources to build our storekeeper-gager force. 

The indrstry’s program of excessive production has at last tapered 
off, although present levels of prod oa are above what they were 
before Korea. 

I was just looking at some 7 months’ figures which are the latest 
that we have. Production in the period July 1952 through January 
1953 totaled 341 million gallons as compared to 285 million gallons in 
the same 7 months’ period ended January 1950. So the overall distill 
ing activity is still above what it was before Korea. 

Insofar as tax payments go, the distilleries also are as active, if not 
more active, than they were before Korea. In the same 7 months 
ending with January 1953, tax-paid withdrawals amounted to 92 
million gallons as against 87 million gallons in the same period ending 
January 1950. So the claims, that the $10.50 tax has diminished con- 
sumption and called a halt to distilled spirits sales does not seem to 
stand up. Liquor tax payments are as high as, if not higher than they 
were back in 1950. 

Mr. Anprews. At that point, Mr. Chairman, I think it might be 
desirable to read into the record a statement here which is relatively 
short, which answers the question whether violations are “ne by 
high liquor tax rates. That question, of course, is not at issue here but 
it is fundamental to our problem. 

The question is often asked to what extent is the increase in number 
of still seizures and arrests due to the present liquor tax rates and 
whether the increase in liquor tax rates has some relationship to that 
increase and whether it is a strong reason for the increase. 
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On that point I would like to give you this information. During 
1e fiscal year 1952, 10.269 illicit stills and 5,700,000 gallons of mash 
ere seized : 2.182. automobiles and trucks were seized and almost 
0,000 people were arrested. 

These accomplishments were only made prossible through enforce- 
ent officers voluntarily working over 300,000 hours of overtime with- 
ut additional pay or compensation. 

| might add to that that, as you know, this is a most hazardous 
ecupation at best and sometimes may becom exceeding]y So. 


PRINCIPAL ARI 


W hile the re has bee a slight iicrease in violations, the organized 
llicit traffic is confined ae ret to the metropolitan are as of the 
ast coast and to the Southern States. I am coming now to an ex- 


planation of why the moonshine or the bootleg business W ill always 
be with us, 

Several well financed groups, operating on an interstate basis in the 
Pennsylvania, New Jersey, New York, and Connecticut area, are en- 
gvaged in the production and distribution of high proof alcohol for 
beverage purposes. Although nearly all of the principals involved 

ave been convicted in cases per fected by the Division and have served 
one or more terms in the penite ntiary, they have been pe rsiste nt in 
their operations and effective policing and prosecution have failed to 
deter them. 

This type of operation, however, constitutes really only a small 
part of the prewar traffic in this area. The relatively small-scale 
violator in the Southern States constitutes the pl incipal enforcement 
problem. It is these States, because of the preponderance of low 
income groups, that furnish the demand for cheap spirits, coupled 
with the fact that over 40 percent of the popul: ition 1s located in loca] 
option counties where tax-paid liquor is not readily available. 

Of course, a lot of those local option counties naturs ally are dry. 
Some of them do not even have local option; they are just dr y. And 
it is here that the Bureau has encountered extreme difficulty in con- 
trolling the non-tax-paid liquor traffic. Ninety-four percent of all 
the stills and mash seized in the fiscal year 1952 was found in these 
states. 

(Statement off the record.) 

Mr. Anprews. If Mr. Serr will continue now, with your permis 
sion. 


PRINCIPAL AREAS OF OPERATION 


Mr. Serr. We hope, through the reduction in some of the store- 
keeper gager work, although as | hs ave indie ated—t: aX payme nts are 
keeping up and stocks are at least 250 million gallons greater than 
they were 4 years ago, which indic ates that we need more m: inpower to 
supervise the warehouses—but we still hope that we can take some of 
our storekeeper gagers and move them back into work that they pre- 
viously had performed, such as retail inspection work, in order to bring 
that program up to a certain extent. 

Secondly, we need them to assist in our re gular inspection program. 
That has been allowed to lag during the past 2 years. And thirdly, 
we need them to assist on the inspection of tobacco manufacturers. 
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In 1951, the tobacco work was merged with the alcohol work witho 
any personnel being transferred therefor. We are now getting arou: 
to setting up an inspection program for those people. That was t] 
real purpose for making the merger. Previously, no field force had 
been available to inspect tobacco manufacturers and make them con 
ply with the regulation. 

On the whole, we find there is not much wrong with the tobace 
industry, except among some of the smaller manufacturers, particu 
larly the small cigar manufacturers, 1- and 2-man plants that mak 
cigars in their back-room factory and sell them in their front room 
For the most part, these shops are run by foreigners, people who ar 

ot good bookkeepers and are not familiar with the requirements of 
thelaw. Wedo have to give them more attention to correct conditions 
that we have found. In particular, we find some of them:removing 
tobacco and cigars W ithout paying the tax. 

Mr. Anprews. May I say something in addition here, Mr. Chair 
man ¢ It so happens that I have had some experience with the audit 
ing of the books of distillers. I want to say to the committee here that 
I have always had considerable doubt in my mind as to whether we 
need all the Government men whom we find around distilleries. | 
do not know whether we do or not. I have never discussed it with the 
Aleohol Tax Unit, but I would like the committee to know that that is 
an item which is on our agenda for inquiry. I have my own doubts 
about it, but it may be that it can be justified. If it cannot, we will 
whittle that personnel down to size and put those men out to do some 
of the things that badly need to be done, as Mr. Serr has indicated. 


NUMBER OF STOREKEEPER-GAGERS 


Mr. CanrreLtp. How many employees do you have in this activity / 
Mr. Serr. Do you mean storekeeper 
Mr. CANFIELD. Yes. 

Mr. McCorttum. I do not have that figure available at the moment, 
but I can put it in the record. 

Mr. Serr. Would you want me to give you an approximate figure 
it this time ? 

Mr. Canrretp. No; insert the exact figure in the record. 

Mr. McCotitum. Mr. Chairman, with reference to your previous 
question, there are 1,468 storekeeper gagers included in the 1954 
estimate. 

Mr. Serr. May I make a comment there in addition to what the 
Commissioner has said ? 

Mr. CANFIELD. Yes, indeed. 

Mr. Serr. The storekeeper gager assignments are required by law 
in part, and to a certain extent they are a matter of regulation. We 
have felt in the Division that the entire program should be reexamined, 
it may be necessary to ask the Congress for a modification of the law 
if we are to make a significant change in storekeeper gager require- 
ments. 

Mr. Anprews. Iam glad that Mr. Serr has said that because, frank- 
ly, I think it is perfectly obvious from the hearings that have been 
going on recently as to what has been happening in the Alcohol and 
Tobacco Tax Unit, that that Unit has been pretty largely a political 


agers ¢ 
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; and all of you know what happens when a political setup pre 


lates in any activity. If you do not get overstafling, it is 
ii irkable. 


DECENTRALIZATION OF THLE TOBACCO INSPECTION WORK 


Mr. Si RR. There is another point I would like to touch on in con 
tion with our program and that is in regard to the decentralization 
I the tobacco work. The tobacco work in the past was controlled 
irrom the Washington office; that 1S, all of the audit work and clerical 
De n connection with the examination of tobacco forms was done 
Washington. We are in the process of decentralizing that work. 
We now have approximately 75 tobacco employees in the Washington 
ifhice We expect to bring that down to about 20. Some of the em- 
loyees will be moved to the field. But we hope to merge some of the 
ork with our regular audit work in the field offices and hope to make 
saving of probably 25 emplovees in the process. 


STILL SEIZURES 


Mr. Canrievp. Mr. Serr, I think that usually you have prepared for 
table on still seizures. 
Mr. Serr. Yes, sir. 
Mr. Canrrecp. Will you be good enough to insert such a statement 
the record at this point ¢ 
Mr. Serr. Yes, sir. 
he material referred to is as follows :) 


and mash serzed and ner 


&, OOS 
3, 661, 452 
8, O15 


SEIZURE OF AUTOMOBILES 


Mr. Canrietp. The Commissioner in his statement has indicated 
that you seize a sizable number of cars in your bootlegging-control 
operations. 

Mr. Serr. That is right. 

Mr. Canrretp. What becomes of those vehicles? 

Mr. McCouutum. Mr. Chairman, we have a fleet of cars numbering 
ibout 1,300. We try to keep the number up to that maximum by the 
seizure of these cars or by taking over the better cars that are seized ; 
the rest of them are sold through the proper Government channels. 

Mr. Anprews. Let us put that on a different basis. We do not try 
to keep up our own supply of automobiles by seizures, but rather we 
undertake to meet our own automobile needs by the use of seized auto- 
mobiles. 





— OF AUTOMOBILES TO BE PURCHASED 


are certain districts in the West where 
id we have to purchase cars. There is 
Berens ition for the purchase of some 


1 
how + 


, Mr. Chairman, while he is 
that the ca of the number of 


o and the justi fic ation of them, whether they are 


a itomobiles that cost us nothing or whether we buy them, is 


thing that we also intend to look into very searchingly. 

Mr. Canrievp. In other words, you are going to see if cars 
transferred from one locale to another ? 

Mr. Anprews. I am going to get rid of them if we do not 
them. I am not sure that everybody who has an automobile r 
needs one, 

Mr. Me CoLui M. The numbei of automobiles we are request 
purchase is 125. 

Mr. Canrietp. Mr. Sieminski, have you any questions / 
Mr. Sreminskt. I trust that it will not be necessary to establis 
adjacent department de: a ing with gold, opium, and diamonds; the 

fields in which profit running now seems rampant. 


Processinc Rerurns, Remirrances, INFORMATION DOCUMENTS, ANI 
CLAIMS 


Mr. Canrieip. Activity No. 6 is “Processing returns, remittance 
informat ocuments, and claims.” The amount requested for 1954 
is $66,911,423. This is the same amount as that allowed for the cur 
rent fiscal year. Mr. Winkle, will you discuss this item, please ? 

Mr. Winkie. Mr. Chairman, that activity concerns itself with the 
mass processing and handling operation that we must undertake eac!] 
year and throughout the year on a continuing basis, under which 
we handle and process some 80 million tax returns of all kinds, under 
which we establish the accounts of the taxpayers, and under which 
we also attempt to verify, match, examine, and use some 200 million 
related information documents of various kinds, including the forms 
W-2 and 1099, which are information-at-the-source documents. 

Probably the one area in the Bureau that has the greatest potential 
for savings and improvements is here. It is a never-ending job to keep 
the operations under continual scrutiny, to see whether there are not 
ways and means by which we can streamline, improve, and in general, 
do a much better mass-management job. 

Mr. Canrrecp. Mr. Winkle, I am glad to hear you say that, because 
an investigation on the part of our staff has indicated that savings 
can be made here. 

Mr. Winkte. That is correct, sir. And I think that has always 
been true. As you know, what in effect was a class tax prior to W orld 
War II was practically overnight converted into a mass tax. It 
was converted into that type of tax as the income-tax base was broad- 
ened and numerous excise taxes were imposed and the excess-profits 
tax was levied. That was done at a time when, because of manpower 
shortages, equipment shortages, and many other shortages brought 
about by wartime conditions, the Bureau was able to do not much 
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nore than keep its head above water. It did not have the time nor 
the facilities to stop and examine the job to see whether there were 
ot better and more efficient and more economical ways of doing it. 

At the conclusion of World War IT, however, as I think you gentle- 
nen will recall, the Bureau did embark upon a management-improve- 
nent program which centered to a great extent around this particular 
ictivity for the very reasons that I have mentioned. That program 
has been a continuing process since the close of ae War II. I 
think that substantial progress has been made but, as I mentioned a 
moment ago, it is an area where you are never jiswanh as far as 


mprovements are concerned. 








INCOME TAX RETURNS 





INDIVIDUAL 








REDUCTION OF NUMBER OF 





The Commissioner and Dr. Atkeson mentioned the other day a pro 
osal that we are attempting to work out now under which we can 
educe the number of individual income-tax returns to be filed by some 

or 35 million people. 

Mr. CAnFieLD. Right there, the Commissioner made reference to 
that program in his original presentation. I wish right now you 
would elaborate on that a little and make it clear to the committee just 
what you mean by the elimination of the handling of about 40 million 
individual income-tax returns by the examining offices for the purpose 
of audit classification. 

Mr. Winkie. With your permission, since that is in the very initial 
research and developmental stage right now, may I suggest that Dr. 
Atkeson might wish to explain that? 

Mr. Anprews. Mr. Chairman, that is where our research and plan 
ning comes in. Dr. Atkeson has charge of that. We are attacking 
that now ona broad front and very inte nsively. 

Mr. Canrrecp. Dr. Atkeson, we should be pleased to hear you. 

Dr. Arxrson. Mr. Chairman, with reference to the statement about 
40 million returns being removed from classification for audit pur- 
poses, that is ane ntirely” different subject from the matter of eliminat 
ing the filing of 40 million returns. I can address myself to either one 
of those subjects, whichever you prefer. 

Mr. Canrtietp. I think we might start with the filing. 

Dr. Arkrson. Commissioner Andrews raised the question recently 
as to whether it would not be feasible to work out some system wher by 
all of the pe ople whose taxes are fully withheld at the source could be 
relieved of the need either to have a return distributed to them or for 
them to come into the offices for help or even to sit down and bother t« 
mmake out a tax return; and also relieve us of the need for recording the 
return, putting the money in the bank and filing the return. 

Now, manifestly, if the objectives that the Commissioner is seeking 
could be attained there would be substantial savings initially in the 
printing of 40 or 50 million tax blanks and the cost of distributing 
those tax blanks and the time and effort in the preparation of the tax 
forms and in the m: itter of making out these forms by the people who 
would be involved in this program. These would be tha ones who 
would generally come to the offices and form the lines seeking taxpayer 
xssistance. The clerical processing in activ ity No. 6, about which Mr. 
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Winkle was just speaking, would all be eliminated. This inc lu ie 
rece pt of the ma l. the opening ot the envelopes, the numbering 
dati hg of the tax returns, the list in if ol the tax returns so filed, and 
actual de ee of the n oney in the bank. All of those processes 
operations are ict vity No. : 

~ Moreover. the actual che king of the tax paid at source in 
Processing Branch, through withholding statements, with the st 
ments attached to the returns would also be eliminated, and in the m: 
you would get a much better check than we have today on the taxpa 
er’s income and his tax. 

TI re the objectives that the Commissioner wants to attain. 
other words, he wants to eliminate all that type of work. 

Mr. Anprews. May I ad a word right there, Mr. Chairman? TT} 
also may be the key to our being able to get away from this March 
bottleneck and ete our work evenly over the year, or more 
less evenly which, of course, would be an extremely advantageous thi: 
if we can doit. Weare shooting at that and we hope to accomplish 

Mr. Canrtetp. This, Mr. ¢ er is a project in the maki: 

Mr. Anprews. That is right, 

Mr. Canrrevp. You have not aeisianil the mechanics of it yet 

Mr. Anprews. We have some of the mechanics developed, but it 
sort of like a new invention, it has got to be tried and tested real 
be fore you start to put it into action, because of the tremendous extent 
of it: because, if we are not sure before we jump, we can make a ter 
1 ficall bio mistake. And any mistake we make is going to be nati 
wide and would cause a lot of trouble. Therefore, maybe, I should 
point out to you that we may not even be able to get this thing going 
by next year. We are shooting at getting it going by next year, but 
we may not doit. It may be the year after before we can actually 
voll 7 01 it. ’ 

Mr. Canrrecp. You are certainly to be commended for developing 
this project. As I understand it, if it becomes a reality, some 40 t« 
50 million of our taxpayers will not have to file any returns? 

Mr. Anprews. Probably not over 40 million. 

Mr. Canrreip. Not over 40 million ? 

Mr. ANprews. Somewhere between 35 and 40 million. It involves 
a tremendous job of coordination. However, this problem is only 
distinguished by its size. In a small operation we would have n 
trouble waded it out at all. Our only problem comes from the extent 
of it. I think we can lick that problem. 

Mr. Canrrecp. Will vou continue, Dr. Atkeson ? 


COORDINATION OF WITHHOLDING TAX AND SOCIAL SECURITY TAX RECORDS 


Dr. Arkrson. Now, the method of attack so far as this particular 
program is eoncerned iS through coordination of the W ithholding TUX 
records and the social ecurity tax records. You see, you have 
hie agencies of Government now, each dealing with a man’s incom 
1 for tax purposes and 1 for recording wage. credits incident to the 
pavinent of benefits. These two agencies are pretty well indepen lent 
so far as then operations are concerned. It is true that we collect the 
social security tax, but in collecting the tax. we also collect their re 
ords and transfer the records to the Social Security Agency for proc: 
essing. It is our hope—and we are having conferences at the technical 





evel, not at the policy level: I would like to make that clear—at the 
technical level we are having conferences with the technicians of the 
Social Security Administration for the purpose of seeing whether o 
ot the Government as a whole cannot get by with one set of records 
for both purposes. That is, one for both tax collection and the posting 
of wage records basic to the payment of benefits. If we can get by 
vith one set of records, the computation of the tax and the computa 
tion of wage credits can be made with the same mechanism and will 
ot have to be made by CWO se parate and distinct agencies. 

There are quite a number of rather large policy questions involved 
n this approach which will require legislation by the Congress. The 
No. 1 item is the matter of a change in computing wage benefits on the 
basis of the quarte rly formula that they have been using. 

The suggestion has been made that we get away from the quarter ly 
return for purposes of post Ing’ wage Cc ‘redits and have it on a strl tly 
innual basis. If it is on an annual basis, then you are on the same 
basis as we are primarily for tax purposes. So the two items would 
then be reconcilable so far as the wage credits and so far as the 
tax base are concerned. 

The second policy question concerns a number of fringe items whic] 
ive used in determining the wage credit base, which are not used in 
determining the tax base. Primarily it is such matters as noncasl 
payments such as rent, uniforms, and subsistence, and things of that 
type, that do come into the wage credit base that mi iy or may hot come 
nto the tax base. Those are items that should be reconciled | the 
Congress to make the plan most efficient. So that is really, you so. t 
say, the No. 2 policy question. 

The third policy question revolves around the matter of fixing the 
first tax bracket in such a manner that people, say up to $4,000, car 
file either separate or joint returns or head-of-household returns, and 
the tax effect would be the same. 

As you know, W ith a oraduated tax rate, it is to the interest of some 
people to file joint returns and use the split income as contrasted with 
separate returns. Now, since wage credits are on an individual basis 
and not on a family basis, and taxes are on a family basis in some 1) 


stances, it is necessary to get some reconeliliation of factors of 


kind. 


POSSIBLE DATE FOR PROPOSAL TO TAKE EFFECT 


Let us assume that we get these three policy areas worked out and 
that the Congress will enact the necessary legislation this year 
which is quite an assumption—as it would be fairly unrealistic to 
assume that it would be done this vear. If they should vet it done this 
vear, then this system would take effect January 1, 1954, insofar as 
the use of the withholding statements which are given by the e mploy 
ers to the employee during the calendar year 1954. Then the elimina 
tion of the returns would not be felt until March 1955. That is the 
earliest possible date that we could get any benefit from this and, as 
IT say, I think it is fairly unrealistic to assume that you are going 
to get legislation within this calendar year. 

That would mean that the first time we might have any real hope 
of this would be March 1956. That is the reason I made the com 
ment for the record the othe day that there is nothing in this part eu 
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lar picture that affects the 1954 approp! 





If ] may, I would like to make a comment about the other 40 milli 
figure that was referred to in the statement. 


ELIMINATION OF TAX RETURNS FROM THE CLASSIFICATION PROCEDURE 


In respect to the elimination of 40 million tax returns from tl 
classification procedure, Mr. Winkle referred to the fact the other day 
that there had been developed a new device for the mass selection of 
tax returns for audit purposes which, by clerical operations, woul 
extract the 15 million returns most in need of examination, by a sin 
ple sorting process. Actually the returns that would be eliminated 
from the classification procedure would be primarily those with sal 
ries and wages and investment income but with no business income, 
of under $10,000, of which there are approximately 40 million. Ther 
wouk l. of course, be exc luded from th: at group of under $10. 100, thos ( 
with so-called exemption problems; that is to say, where there are 
exemptions of a collateral nature rather than where a child is claimed 
directly. 

There would be 40 million returns that would be sorted out by the 
collectors in this processing operation. As the returns come into the 
director’s office, those would be shunted directly into the files without 
taking up the time of revenue agents whose time might more profitably 
be employed in looking over the 15 million returns which have greater 
potential errors and which have a considerable tax-change potential. 
This means taking a chance that those 40 million will be all right. 

Now, there is one safety device in there. Among the 40 million 
there will be some who have underreported their dividends or interest 
or perhaps rents or fees of some type, as to which an information re 
"ink in the matching process might bring to our attention, in which 
case we would select from among the 40 million returns in the files 
thane which should be examined. But in the main I might emphasize 
that this is a risk that we are taking. It is a risk in that we are not 
subjecting these 40 million tax returns to the scrutiny of any profes- 
sionally trained accountant. I think it is important that this com- 
mittee know that and I might also say that these 40 million tax re- 
turns will account for something like 52 percent of the total individual 
income-tax liability, which would be well over $15 billion. Those we 
are taking on faith, but we have a basis on which to act and we are 
putting our faith at the point where we consider there is the least 
risk to the Government. But we have to take some risk. 

Mr. AnNprEws. Could we not put it more strongly than that and say 
that it is a risk, but it is a rather carefully calculated risk ? 

Dr. ArKrson. Correct; ves, =i 

Mr. Anprews. Which ordinary business prudence requires us to 
take and which you would do in any business operation. 

I would like to add one other thing. You will understand that what 
Dr. Atkeson is talking about is what we are presently doing in what 
we call the processing operation. That situation naturally would 
change if the number of tax returns required should be reduced. In 
other words, we are talking now about the economies we are effecting 
under the present situation as against the other 40 million figure 
which would be the picture we have given you of completely elim- 
inating that many returns altogether. 
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Mr. Sieminskt. I begin to see more and more that the more com 
plicated our tax procedures are, the greater is the need for personnel 
to supervise and to audit those procedures. I want to emphasize 
igain, Commissioner, when you issue your statement on your March 15 
collections, that you go all out in st: iting what you think the Congress 
an do to facilitate the carrying out of your responsibilities, to the 
end that we may operate most economically, in view of the activities 
equired in your whole department, in order to do an efficient job 
with the appropriations that you are requesting. 

Mr. Anprews. Thank you, sir. 


STATISTICAL REPORTING 


Mr. Canririp. Activity No. 7 is “Statistical reporting.” The ap 
ponpeneten requested for 1954 is $1,680,259, the same as allowed for 
the current fiscal year. 

Mr. ern ] will ask Dr. Atkeson to speak to that. 

Dr. Arkrson. Mr. Chairman, section 63 of the Internal Revenue 
Code requires the Commissioner of Internal Revenue to make such 
analyses of tax returns as will enable the President and the Congre 
to determine tax policy. That requirement was put into the code back: 
in 1916 and has been about the same every year since. 

It is responsible for supplying a source of information on which th 
Congress relies in determining tax policy, by way of distribution of 
tax burdens and the determination of rates and the types of incomes 
and types of activ ities to be taxed. 

The information is obtained by a statistical analysis of all typ S 
and classes of tax returns filed, arrayed according to various economi 
classifications and other breakdowns which indicate to the Col oress 
the nature of the problem with which they have to deal. 

This information, in addition, is used as the backbone of our est 
mates 1n respect to national income and wealth. It is the basic infor 
mation in this country in respect to gross national product, national 
income, personal income payments and wealth. It is based on the larg 
est amount of information, and ] might Say also that there has been 
a project rece ntly stud ed to use some of the tax returns to obtain thx 
information for the biennial business census. to avoid having to make 
i house to-house canvass to obtain that information 

There is one other factor it seems to me important to mention here. 
Secretary Humphrey has indicated that Mr. Folsom is making a com 
plete resurvey of the Internal Revenue Code, and that the type of d 
cisions that will have to be made will be founded in large part on the 
facts that will be turned up through a statistical program of this sort. 


NUMBER OF EMPLOYEES 


Mr. Canrietp. How many employees are engaged in this work? 
Mr. Moc ottum. Four hundred and thi irty-sIx man-years, sir. 


Executive Direcrion 


Mr. Canrievp. Activity No. 8 is “Executive direction.” The ap- 
propriation requested for this purpose is $401,246, the same amount 
as allowed for the current fiscal year. 

$1734—53——47 
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Mr. Wink te. That re presents, Mr. Chairman, the Commissioner’ 
own immediate office; that is to say, the Commissioner and his ow 
personal staff ; the assistant to the Commissioner, and his management 
staff, the technical reviewer and the information officer and thei 
complements of secretarial and administrative assistants. 

Mr. Anprews. In other words. what that amounts to, Mr. Chai: 
man, is the top-level management and, on the basis of $272,500,000 it 
s less than two-tenths of 1 percent of the total expenditure involved 


Tue INspecrion SERVICE 


Mr. Canrrecp. Mr. Commissioner, can you tell us now about th 
Inspection Service under the Office of the Commissioner, under your 
reorganization setup ¢ 

Mr. ANDRI w. Mr. Hoppe can give you that. When he gets through, 
I shall probably want to sum up my own ideas about the inspection 
and probably enlarge a little bit on what I said in my opening state 
ment. But I would like to point out that the Inspection Service was 
established, I believe, in September 1951 or thereabouts. Actually, 
it did not get under way until about a year ago. It has never had an 
appropriation for itself. Up to now it has operated on the basis of 
drawing from the other operating units of the Bureau to do its job, 
and, of course, as the people came over, they brought the money with 
them that was necessary to pay and to maintain them. 

Now it assumes the status of a full-fledged division of the Bureau, 
and Mr. Hoppe is in charge of that operation and will explain to you 
what he does and how he does it. 


BACKGROUND OF MR. HOPPE 


Mr. Canrirecp. Before you proceed, Mr. Hoppe. will you tell 
how lone you have been with the Bureau ? 

Mr. Horrr. T hi: ave been with the Bureau since August 1, 1929. 
hevan } mae ‘lle tor’s offic ‘ee, now ec alled A direc ‘tor’s offic 6. 

May I say before I go any further that I consider it an honor and a 
privilege to : ippear before you gentlemen. 

Do vou want me to proceed and tell you something about myself, 
tre Chairauadt 

Mr. Canrrevp. Yes, if you please. 

Mr. Horrr. I came in as a clerk-typist in the collector’s office in 

in, Tex. In 1931 1 took a revenue agent’s examination. At that 
time the depression came into the picture and they were not putting 
on revenne agents. In 1935, I think, they added a total of 700 revenue 
agents and I happened to be one of them. TI was on the register. 

\t that time I was assigned as a revenue agent to San Antonio, Tex.. 
and served from the middle of 1935 to about 1938, at which time I was 
contacted to become a supervisor of accounts and collections. with 
my post of duty at Oklahoma City. I transferred to that service 
and became a member of that force. Our duty was to examine the 
operations of collectors of internal revenue in five States throughout 
the Southwest. I remained there until November of 1943. at which 
time I was called to Washington to assist in working out methods and 
procedures with respect to the pay-as-you-go legislation. 
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I was called in to assist on spec vial details, and finally I was placed in 
the position of head of the Planning Division under the old Accounts 
d Collections Unit. The date, if I recall correctly, when I assumed 
is post was February 1, 1950. 
| remained the head of the Planning Division until September of 
7, at which time I transferred to the position of technical adviser 
n the technical staff at Dallas, Tex. I served there approximately a 
ear, when I was again contacted to return to Washington, as they 
ere establishing a new setup within the Accounts and Collections 
Unit known as supervisors of accounts and collections at large. At 
hat time the Bureau engaged a firm of management engineers to make 
tudy of the entire Bureau. I was assigned to this firm to guide 
nd assist them in making this survey. We first surveyed the col 
ctors’ offices, and a report was submitted by this firm and later it 
as decided by the management of the Bureau to continue the survey 
nd make another study of the entire organization of the Bureau of 
Internal Revenue. That was made, and a report was submitted, I 
wlieve, in August of 1949. That means that I served a full year 
ith this firm. 
Dr. Atkeson and I then talked it over, and I was transferred to the 
inagement staff of the Bureau, and I served there until I believe 
metime in 1951, when I went to ECA, which is the Mutual Security 
\gency at this time, and was sent abroad to make a study of the West 
German Government tax system. 
During the time I was on the management staff, I was given several 
signments. One of them was, I was sent to the House Appropria- 
tions Committee here and worked on the investigative staff for about 
months. While I was serving in Germany on a special assignment 
vith ECA, Commissioner Dunlap at that time notified me that I had 
been appointed Director of the newly created Inspection Service, 
hich was news to me. 
Upon my return in the latter part of September, I assumed that 
post. That was October 1, 1951. Since that time the reorganization 
ime into being, in August of 1952, at which time I was named as 
\ssistant Commissioner in charge of the inspection program. 
Would you like to have something about my education, or anything 
long that line? 
Mr. Canrretp. I believe the statement you have given us is suffi- 
ent. Now, do you have a general statement you care to make at 
this time ? 


CREATION OF THE INSPECTION SERVICE 


Mr. Horrr. Yes, sir. The Inspec tion Service, as I stated, was cre- 
ited on October 1, 1951. It was established on a coordinated basis. By 
that I mean that each activity within the Internal Revenue Bureau 
under the old organization had their own inspection function. I 
would like to refer to this chart over here (see p. 654). You see these 
five blocks here designated as the Accounts and Collections Division, 
Income Tax Division, Alcohol and Tobacco Tax Division, and the 
Intelligence Division, and to some extent the Appellate staff. 

Each of these organizations created its own inspection staff. Now, 
the Accounts and Collection Division had a staff known as the Super- 
visors of Accounts and Collections. 
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The Income Tax Division had a form of inspection service know: 
as the post-review. Under this directive of October 1, 1951, they also 
recruited some inspectors to check the field revenue agents? offices. 

The Alcohol and Tobacco Tax Division had, I believe, positions 
known as examiners, and they examined their own field activities. 

The Intelligence Division did not have a field inspection service 
but they were establishing one at that time. 

The appellate staff had positions known as coordinators and they 
inspected their field offices. 

After trying to coordinate these various inspection activities, it was 
decided that it might be better to centralize all into one central or- 
ganization, known as the Inspection Service. So, on March 15, 1952, 
it was all placed in one organization known as the Office of Director of 
Inspection Service, whic h upon reorganization became the Office of 
Assistant Commissioner for Inspection. 

We took what personnel we felt was competent to carry on the work 
and they were transferred to the Inspection Service as such. We als 
took over the records that were in the various divisions and they wer 
all brought into the one central organization. 


RESPONSIBILITY OF THE INSPECTION SERVICE 


The responsibility of the Inspection Service, the way I see it, is 
this—and this has been set out in directives issued by the Bureau and 
the Secretary of the Treasury : First of all, we have the responsibility 
of the internal-audit program. That is similar to what the bank 
examiners do for the national banks and the postal inspection service 
does for the Post Office Department. 

We have another function, which is the responsibility to see that the 
integrity of the employees is maintained within the internal revenu 
service. That means that we are engaged in work of making characte: 
investigations and misconduct investigations. 

I have made a preliminary time study as to how much of our time is 
devoted to these activities. I am speaking in rough figures now, but 
I find that we devote approximately 50 to 60 percent of our time to the 
internal audit function and about 25 percent to misconduct cases and 
about 8 or 9 percent to character work. 

Now, of course, the volume of character work is a little indefinite. 
It depends upon whether we have a lot of recruiting to do or not, and 
replacements. Of course, when we transfer cler ks and they qualify 
themselves for higher positions, such as enforcement work, like rev- 
enue agents, that means we make a thorough character report on these 
individuals. 

Would you like to hear something about our activity for the past 
year ¢ 

Mr. Canrtevp. Yes, indeed. 


INVESTIGATION OF FRONTLINE-ENFORCEMENT PEOPLE AND TOP OFFICIALS 


Mr. Hoprrr. First of all, we were asked by'the King subcommittee, 
now the Kean subcommittee, that we secure a financial statement, 
particularly from the frontline-enforcement people and the top offi 
cials. We worked with that committee very doaaly and worked out a 
financial statement, Form 1361. We issued the necessary instructions 





to our people in connection with that form, and there were approxi 
mately 30,000 forms filed. We reviewed those forms, and of course 1n 
many instances we had to contact the employees to secure ack ee ul 

nformation and in some instances we had to take some action, or refer 
them to the field for investigation. 

In addition to the financial statement it was decided that we s! 
wudit their returns for the tax years 1948 through 1950—and I am 
peaking now of the same employees, who filed financial statements. 
This program involved the audit of approximately 90,000 tax returns. 

Mr. Anprews. May I break in here to say that does not mean that 
ve had 90,000 employees. The turnover factor in that 3-year period 
would account for the fact that we had 90,000. 

_ Mr. Horre. There would be 3 returns for each employee—30,000 

ancial statements meant 90,000 returns. 

T he Inspection Service did not perform that audit but managed and 
controlled it. The revenue agents and the deputy collectors did the 
actual auditing. 

However, the reports that revealed any additional tax due, or any 
thing else, such as outside employment, and so forth, those cases were 
referred to the Inspection Service and we reviewed those and came to 
some decision and made recommendations as to what we thought 
should be done with respect to that situation in the case of any indi 
vidual employee. 

Mr. Canrtevp. Did the results, generally speaking, present a pretty 
good picture for the employees of ‘the Bureau? 

Mr. Hopper. As a general rule, I would say that it presented a good 
picture of the Internal Revenue Bureau. We did find some that had 
gone wrong. 

Mr. CanFrevp. But they were the exceptions? 

Mr. Hoppe. They were in the minority; they were the exceptions. 
We feel that we took appropriate action in those instances. Of course, 
I might say that there are still a few remaining cases and we are 
wor king on those. 

That leads me to the other function of handling misconduct cases. 
We are still receiving complaints and we are still investigating those. 
I might say in connection with our internal audit program we also 
run into situations that require attention and which result in mis- 
conduct investigations. 


iould 


INTERNAL AUDIT PROGRAM 


I would like to drop back to the internal audit program. That is the 
biggest part of our program. That means that we audit the internal 
ictivities of the director’s office and these other activities that you 
have seen on these charts, but in the past year our efforts have been 
directed primarily to the so-called collectors’ offices, now the director’s 
office, and we have audited all those offices under our new procedures. 

I believe that there are 3 or 4 reports that have not come to our office, 
but all the other reports have been turned in and we have reported to 
the Assistant Commissioner of Operations as to what we feel should be 
done in those areas, or what action should be taken in those areas. 

Now, we have not audited many of the other activities you see on 
this chart, such as the Alcohol and Tobacco Tax Division, the Intelli- 
gence Division, Audit Division, and the Appellate Division. We 
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have completed some of those, but we have a big workload there. I do 
not know whether anyone has explained to you the fact that we hav 
approximately 1,500 field offices throughout the country. If I real] 
correctly, approximately 450 of those handle cash and stamps. 

Mr. Anprews. When you say “we have,” you mean the Bureau has 
not the Inspection Service ? 

Mr. Horrr. That is correct. I stand corrected. When I use the 
word “we,” I mean the Bureau of Internal Revenue. 

I think that I have explained the misconduct phase of our opera 
tions. I would like to go now to the character investigations. 


CHARACTER INVESTIGATIONS 


We assumed a0 work about May 1,1952. Prior to that time it 
was handled by the Intelligence Division, which was set up separately 
under the old organization. From May 1 to the present time we have 
handled that work. os at means In some instances we conduct a char 
ucter investigation prior to the time the man is entering on duty. In 
other instances we ntti postappointment character reports. I might 
add that in connection with the character reports we also audit the 
tax returns for the open years, and that usually covers the last 3 tax 
years. 

In addition, we require a financial statement of each new ap- 
pointee that enters on enforcement work, or some top job. We do 
not require a financial statement, or an audit of the tax return, or 
character report on clerical employees unless requested or some indica- 
tion that it is desirable. 

I believe that I have about covered the main subject and I am will- 


ing, to the best of my ability, to answer any questions that you have. 


MORALE IN THE BUREAU OF INTERNAL REVENUE 


Mr. Canrietp. Mr. Hoppe, because of the unfortunate disclosures 
of recent years, the morale of the Bureau of Internal Revenue, I as- 
sume, has been at a rather mean low. However, under the reorganiza 
tion and under the new leadership, I hear that the morale of the 
employees of the Bureau is on the upgrade now. Do you have any- 
thing to say about _— situation, generally speaking ? 

Mr. Horrr. Yes, sir. I feel that the morale is better now than it 
has been for the lost year and a half. It was at a very low ebb at one 
time. But we have talked to our field officials and T have talked to 
my chief inspectors, and we are trying to instill in the employees that 
they have nothing to fear from the Inspection Service. 

The In ispection Service is only there to assist the management and 
help them in running their organization. 

I do not think there is any real fear on the part of the employees 
with respect to the Inspection Service, but they have read so much 
in the newspapers and have heard so much. I, being one of the older 
employees, have felt hurt due to the fact that.a few of the officials and 
other employees have let us down. It has not made us feel too good. 
Sut many of us stuck through, feeling that there would be a better 
day. In my opinion, the morale of the entire Service is coming back 
up, and I know that Commissioner Andrews is doing e verything i in his 
power to bring it up. 
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Mr. CanFieLp. The committee believes that to be so, Mr. Hoppe, and 
the testimony of the Commissioner and his aides before this committee 
this year has been like a breath of fresh air. 

Mr. Horrr. Thank you, sir. 


NUMBER OF EMPLOYEES IN THE INSPECTION SERVIC] 


Mr. Canrretp. How many employees do you have in the Inspectior 
Service ¢ 

Mr. Hopre. At the present time we have a few over 500. We plan 
to have approximately 725. That includes inspectors and our neces 
sary clerical complement. 


ROTATION OF PERSONNFI 


Mr. CANFIELD. It is the committee’s understanding from the presen 
tation of the Commissioner that when an inspector is named to a 
particular assignment, or sent to a certain locale, he is not there i 
perpetuity? In other words, your setup is a rotating setup; Is that 
not true ¢ 

Mr. Horprr. Well, of course, we are new at this time. 

Mr. CanFieip. That is projected / 

Mr. Horrr. That isa projected idea. 

Now, you have problems in connection with rotation, especially 
since people like to get established in a community and because of the 
question of selling a home, and so on. We have talked about this 
matter back and forth and some believe that we should move the top 
man every 4or 5 vears. Now, there is another thought on that subject, 
and that is this: We have 16 districts, headed by a chief inspector in 
each district. He is responsible for that particular district. If a man 
loses his effectiveness in a particular area, I feel that he shot ld be 
moved immediately. It is my personal opinion that if he has not lost 
his effectiveness I see no real objection to keeping him there. However, 
I do feel this: That another chief inspector should be asked to go into 
his area periodically and examine offices within that district. I mean 
by that he will go in cold. He will not have access to a prior report 
In that way I believe that we can get a new look in any district that 
we desire to go into. 

Mr. CANFIELD. You made reference to the Inspection Service of 
the Post Office Department. Personally, I believe one of the great 
faults in that Service down through the years has been the fact that 
they do not rotate. Inspectors are kept in one locale right down 
through the years. They naturally become very close to the personnel, 
supervisory and otherwise, and also the areas that they have to 
inspect, and sometimes I think they are unable to see the trees through 
the forest or the forest through the trees. 

Mr. Sreminskr. [ assume you mean this independent inspector to be 
somewhat like the Inspector General in the Department of the Army. 

Mr. Hopper. Yes, sir. 


CONFIDENTIAL STATUS OF PERSONAL COMPLAINTS 


Mr. Steminski. Someone who is a troubleshooter, who moves in on 
operations. However, do you have any setup contemplated, or in 
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being, where complaints can come without burdening the Commis- 
sioner, and where they will be treated as confidential ? 

One gathers that some people today think personal letters on public 
matters are not kept in confidence, and that retribution will follow, 
especially if it is on a sensitive issue. When America clams up, so 
will our thinking. If, as a responsible person, I wrote to the Com 
missioner in a particular district on a point that might be sensitive 
with him, complaining about one of his agents, or his bureau’s opera- 
tions, with politics being what they are, wouldn’t I have to think twice 
before registering my observation? I just wonder if the people of 
America know where or to whom they can write in your department, 
without putting an undue burden upon the Commissioner, knowing 
that their letters will be kept in strictest confidence? That their com- 
plaint will possibly be given a code or a serial number as it moves 
through the department for verification and/or action. Do I make 
myself clear ? 

Mr. Horre. I agree substantially with what you say, sir. 

Now, we have a special group here in Washington which we have 
designated here on the chart as the liaison and special investigative 
group. When we receive anything of that nature, as a rule we send 
someone out of Washington to that particular locality to make a con- 
fidential report to us and that report is only referred to our top 
command and it is kept under lock and key. 

Mr. Sreminskt. On the other hand, I realize if you delete the name 
of a person making a complaint you are apt to open the floodgates of 
gossip, rumor, and revenge; the fact that a man signs his name to a 
grievance makes it all the more responsible. I suppose it is a tough 
problem. 

I want this Department to be up on its morale; that comes from 
confidence and all the things that are wrapped up in being an 
American. 

Mr. Horrr. Yes, sir. I might add there that our instruction to our 
people is this: Get the facts. Do not ever rely on any rumors or 
hearsay. 

There is too much of that going on now ; too much gossip. 

Secondly, our instructions are: Do not slant or color your reports, 
just simply present the facts as you find them. 

Mr. Sixminsxt. I like that. Make sure they are not just partial 
facts dealing with a partial situation. For example, the shortage o! 
ammunition in Korea. When we had the Reds reeling, the story is 
that because there was no ammunition in the rear area if we had 
allowed General Van Fleet to move forward, we might have had a 
second catastrophe. That could be a partial observation, ignoring 
completely the logistical supplies in Japan, Okinawa, and the Pacific 
islands as well as the supplies in the whole of the United States, with 
the biggest ammunition producing machine in the world. Al1 of this, 
with a forward base in Japan, would make it seem rather strange for 
someone to be able to say that our side had a shortage of ammunition. 
In addition, in discussing the shortage, omission is made of political 
implications that might have guided military strategy, and economies 
at that time. 

Do you see what I mean? Is it facts or is it truth? Are the facts 
built up to prove an opinion? Or are they stated as guideposts for 
clarification ? 





In investigating, let us not include only a partial fact to get the 
whole picture. In this way, I think, we can maintain a sense » of in- 
tegrity with the people, so essential, especially, in the efficient opera- 
tion of your Department. 

Mr. Horrr. I fully agree with you, sir. 

Mr. Anprews. I think Mr. Hoppe has covered the situation pretty 
well; in fact, very well. 

I would just like again to say very briefly what I said in the begin- 
ning in presenting our requests to you, that I regard the Inspection 
Service as an extremely important part of the Bureau. It is impossible 
to run an organization spread over a country as great as ours, and in 
as many locations as we operate, and with as many people as we em- 
ploy—and I am now thinking of the number of tax returns we have 
and all the problems that arise in connection with those returns— 
without having for the right hand of top management a service that 
will enable him to be sure ths at the integrity of the personnel is main- 
tained. Any dereliction is promptly investigated, and even more 
promptly dealt with. The pioeediares and administrative mechanism 
set up to do the job are set up to constantly review in the field so as to 
see whether the thing is really operating as it should. 

I propose to rely heavily upon our Inspection Service. I prefer to 
call it the Inspection Division. I want to give it all the encouragement 
it needs and I want to work with them as closely as I can, because 
coming back to my opening statement, the most important things in 
the world are people, and people are what the Inspection Division 
helps us to deal with. 


COMMENDATIONS TO THE COMMISSIONER OF INTERNAL REVENUE 


Mr. CanrreLtp. Mr. Commissioner, the presentation of the Bureau 
of Internal Revenue has been excellent. Speaking for the full com- 
mittee, I desire to compliment you and your staff. You have been 

called by our new President to take over what I believe to be one of 
the most difficult assignments in the executive branch of the Federal 
(Jovernment—the Commissioner of Internal Revenue. 

It is quite clear that you have a unique background for this assign- 
ment, and you have a strong desire to do effectively what this com- 
mittee feels i is a “must” job, that of building up the morale of the 

sureau’s thousands of employees, and in welding that into an efficient 
and respected instrument dedicated to the honest collection of the 
people’s taxes. 

The statements that you and your aides have made here, and the 
statements that you have made in public appearances since your ap- 
pointment, indicate a clean and refreshing approach to your job. 

You want your men to come clean, and you want the taxpayers to 
do likewise. 

I like what you say about the importance of people in your opera- 
tions. With the right kind of leadership a real job can be done. You 
are giving us this leadership and we wish you well. 

I may say in passing, Mr. Commissioner, I propose to write Mr. 
Humphrey, the Secretary of the Treasury, and tell him how pleased 
the members of this subcommittee have been with the Bureau’s pre- 
sentation. 





Mr. Anprews. Mr. Chairman, I am, of course, very grateful to you 
for those remarks. I am happy for myself and for my staff that we 
have impressed you here with being sincere and purposeful in the 
things that we have presented to you, and in our attitude toward 
our job. 

I want to say this to you, however, that I believe we realize even 
more thoroughly that if we are going to do a good job we probably are 
going to be more prompted by the ¢ ooperative attitude that your com- 
mittee has shown, the friendly atmosphere in which these hearings 
have been conducted, and I might say, by the cooperation that we are 
receiving from other committees of Congress. 

I would like to say in closing what I said in the beginning, that 
after all it is our job to enforce the law, not to make it, and we feel 
that we cannot ag a good job of enforcement unless we work closely 
with the committees of Congress with which we have to come in 
contact. 

I am very grateful to you, indeed, for myself and for my staff. 

Mr. Stemrnskt. I appreciate the courtesies extended to all by our 
chairman during this hearing. On behalf of the gentleman from 
Virginia, Mr. Gary, and the gentleman from Louisiana, Mr. Passman, 
I think I speak their sentiments when I say the hearing has been in 
formative and constructive. 

I like what you say on enforcement of the law as against making the 
law. I like also your observation that people make an organization, 
and that the reverse is not necessarily true, though it may influence 
the molding of people. In enforcing the law, I think that you will, 
as time goes on, take the op portunity to make public statements bring 
ing to the attention of the Congress and the people of the country such 
obstacles that may be hindering your enforcement of the law, whether 
they be political favoritism, whether they be difficult interpretations 
of the law that make you doubt whether you should move in one 
direction or the other. The confidence that your organization builds 
by such statements and by your enforcement policies will reflect itself 
in the confidence of the people of the Nation show you when filing their 
March 15 returns 

Thank you. 


LANGUAGE CHANGES 
WITNESS 


W. L. JOHNSON, BUDGET OFFICER, TREASURY DEPARTMENT 


Mr. Canrretp. We will now take up language changes. There are 
a few requests for language changes, all of which are clearly ex- 
plained in the justifications. Requests and explanations w ill be ple aced 
in the record. It is perhaps unnecessary to have a session of the 
committee to consider the request for language changes, but if anyone 
now has a question on any of the requested language changes, he 
may propound it. 

Mr. Jounson. The only substantial changes in appropriation 
language we propose in the fiseal year 1954 relate to the Bureau of 
Customs, the Sec ret. Service, and the Coast Guard, and I have a brief 
statement here with respect to those changes which I will be very 
happy to insert in the record at this point, if it meets with your ap- 
proval, Mr. Chairman. 
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Mr. Canriew. It does, and the statement will be inserted in the 
record at this point. 
(The information referred to is as follows :) 


BUREAU OF CUSTOMS 


The change in the Bureau of Customs involves the insertion of the language 
“services as authorized by the act of August 2, 1946 (5 U. S. C. 55a).” This 
provision covers the procurement of temporary or intermittent services of experts 
or consultants as authorized by section 15 of Public Law 600, 79th Congress, 
”’d session. The Customs Service has occasionally been required to secure the 
services of an expert appraiser from outside its staff in connection with the 
valuation of seized merchandise, particularly jewelry Without the proposed 
language, complete civil-service procedures with respect to the establishment and 
classification of a position must be followed, sometimes for services of only 1 day. 
Che insertion of the proposed language will permit the immediate hiring of such 
an outside expert. It is expected that this authority will be used very intre- 
quently and no increased funds for such employment are requested. The inclu- 
sion of this language will serve to facilitate the administration of the Customs 
Service 

UNITED STATES SECRET SERVICI 


With respect to the Secret Service, it is proposed to delete the following lan- 
guage from the appropriation “Salaries and expenses, White House Police” 
“Provided that this appropriation shall be available for the employment of add 
tional personnel without regard for the limitation contained in section 2 of the 
act of August 15, 1950. (Public Law 693.)” Due to the enactment of ee 
Law 418, 82d Congress, approved June 28, 1952, placing a limitation of 170 on tl 
number of White House Police, the language proposed for deletion is no sain 
necessary. 

In the appropriation “Salaries and expenses, Guard Force,” the words “and 
elsewhere” are proposed for deletion as the result of discontinuing all guard 
service outside of Washington, D. C. 


UNITED STATES COAST GUARD 


In connection with the appropriation “Reserve training,” a proviso is in 
cluded permitting the merging of fiscal-year appropriations into one account to 
simplify the accounting and disbursing procedures in keeping with the program 
for improving accounting. This proviso merely brings the language up to date 
and make it applicable to the 1954 appropriation. The proposal places the appro 
priation for “Reserve training” on the same fiscal basis as the appropriation for 
“Operating expenses, Coast Guard.” 


Mr. Canrtevp. In order that detailed information concerning pet 
sonnel may be readily available, I have requested the budget officer of 
the Treasury Department to prepare certain tables that I now have in 
my hand and whic h will be placed in the hearing at this point. 


AVERAGE Positions, 1952, 1953. anp 1954 


The first table reflects, by bureau and appropriation, the actual 
average positions for the fiscal y vear 1952 and the estimated average 
positions for fiscal years 1{ 153 and 1954. 
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NUMPER OF PERSONNEL ON ROLLS ON SPECIFIED DaTeEs 


Mr. Canrrecp. The next table reflects, by bureau and appropriation, 
the number of employees actually on the roll on June 30, 1951, Decem 
1, 1951, June 30, 1952, and December 31, 1952, and the estimat 
mber as of June 30, 1953, December 31, 1953, and June 30, 1954. 
The table referred to follows:) 


ment reflecting, | ppropriation, the number of employees actually on the 


estimated be on the 0 on the dates specified 
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OBLIGATIONS, 


6 


Mr. Canrietp, I have also had prepared two tables showing (1) a 
mparison, by bureau and appropriation of obligations actually 
curred for fiscal year 1952 and for July-December 1953, and (2) a 


ummary of estimated obligations, by object class, for the entire de 


partment for fiscal year 1954, 
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(The tables referred to are as follows:) 


Comparative statement of obligations incurred for the fiscal year 1952 and the { 


6 months of fiscal year 1958, as of Dec. 81, 1952 


1952 fiscal- 1953 Ju 
year obli Dece 
gations oblig 


$2, 612, 356 $1 


14, 009, 917 


50, 854, 802 


21, 040, 663 
, public moneys 500, 9OR 


l, Office of the Treasurer 541, 571 
Bureau of Customs: Salaries and expenses 40, 428, 923 


Bureau of Internal Revenue 
Salaries and expense 271, 872, 192 
Additional income tax on railroads in Alaska 6, 741 


9” 


Total, Bureau of Internal Revenue 271, 879, 933 
Bureau of Narcotics: Salaries and expenses 2, 601, 102 


U.S. Secret Service 
Salaries and expenses 2, 654, 284 
Salaries and expenses, White House Police 643, 205 
Salaries and expenses, Guard Force 416, 614 


Total, S. Secret Service 3, 714, 102 
Bureau of the Mir iries and expenses 


l Ce 

Operating ex] Ss 180, 900, 862 
4 lisition, cé ion, & improvements 17, 896, 446 
Retired pay 16, 442, 187 
Reserve training 1, 706, 887 


Total, U. 8. Coast Gua 216, 946, 382 


Total, Treasury Department 629, 409, 301 


ncome-tax-refund program in 3d and 4th quarters. 


Summary of estimated obligations, by object class (excluding trust accounts) 
fiscal year 1954 


Personal services $457, 974, 368 
lravel 13, 421, 481 
Transportation of things 3, 783, 551 
Communication services ' fi 4 7 160 
Rents and utility services . 513 
Printing and reproduction 7 813 
Other contractual services ; 566 
Supplies and materials 40, 028, 870 
Equipment 30, 313, 483 
Lands and structures 8, 011, 640 
Grants, subsidies, and contributions 15, 046, 30 
Pensions, annuities, and insurance claims 21, 019, 000 
Refunds, awards, and indemnities 2, 550, 456, 320 
Interest : _ 6,419, 919, 550 
Taxes and assessments 362, 860 
Unvouchered : 15, 000 


Total obligations, general and special accounts 9, 651, 056, 470 
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Mr. Canrietp. Mr. Commissioner, we will probably have to have 
a further session after the congressional Easter recess, because we 
have been informed we will then have revised figures presented by the 
[Treasury Department. 

Before I close, I want to add this further word: I truly believe 
that only good will grow from these hearings. I believe that the 
employees of the Bureau of Internal Revenue now have a right to look 
up. and I believe, too, that the taxpayers have that same right. We 
are on the right track now. We have good leadership. We have a 
new approach, and I am sure that a wholesome job is going to be 
done in your field for the United States of America. 

Mr. Anprews. Thank you, sir. 

Mr. CANFIELD. Thank you, Mr. Commissioner. 

The committee will now stand adjourned. 


FriIpAY, APRIL 24, 1953 
BUREAU OF INTERNAL REVENUE 


WITNESSES 


T. COLEMAN ANDREWS, COMMISSIONER 

O. GORDON DELK, DEPUTY COMMISSIONER 

T. C. ATKESON, ASSISTANT COMMISSIONER 

JUSTIN F. WINKLE, ASSISTANT COMMISSIONER 

J. N. McCOLLUM, HEAD, BUDGET AND FINANCE DIVISION 


SALARIES AND EXPENSES 


Analysis of reductions recommended in 1954 budget estimates 


Interpretation of 

and ruling servic 
Investigation and 

returns 2} 138, 032, 658 
Collection of 

sccounts 2 26, 064, Y5A 

4. Taxpayer conference 

peals 2 13, 571, 689 
Regulatory, control, and 

tion work 3, BRA 20), 144. 438 { 908, OOO 
Processing returns, rem i 

information documents 

claims 360.5 | 66, 911, 423 
Statistical reporting 36. 0 1, 680, 259 
Executive directior 401, 24¢ 


Potal 56, 002. 7 272. 500, 000 


EXPLANATION OF REDUCTIONS 


3. Collection oJ delinquent tar accounts Revision of procedures to include a 
elimination of distraint warrants for amounts under $10: (b) elimination of certain 
types of production reports; (c) mailing of second notices prior to sending-account 
to warrant stage; (d) screening of all accounts of under $100 by a review of the 
related tax returns; and (e) rewording of certain bills and notices to increase their 
effectiveness: $2,362,000. 
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worl Discontinuance of the inspectio 
the detection of refilled liquor bottles wit 
and, discontinuance of the checking of retail and 
pecial tax stamp; $508,000. 
ne nformation documents, and claims. a 
tax returns to. be received, assessed, pr 
ly rather than montbly basis. 
to provide (1) limited sampling of 
| st emplovees returns (form W2); (2 
informational forms 1099. In both instances 
sampli will be done by leeting tain irname initials for processing 
$3.639.000 


of / comme? lin 194 ( S ates by object classification 


1954 revised 
budget 


$238, O75, 9 
432, 3 
YS Hf 
385, 000 


O00 242, 721, 908 

55, 000 6, 755, 635 

000 1, 025, 000 
000 29. 000 1, 241, 000 
», OOO 2, 255, 000 
75 6, 384, 375 
000 1, 404, 000 
Q. 55, 000 2, 290, 29. 
7RO 000 1, 697, 789 


5. 000 225, 000 


O00 », 5 266, 000, 000 


\{r. CANFIELD. We come now to the appropriation title, “Salaries 
and expenses, Bureau of Internal Revenue.” The so-called Truman 
budget called for an appropriation of $272,500,000 with 56,002.7 
average positions. The new revised estimates call for $266 million, 
with 54,297.7 average positions. This means a reduction of $6,500,000 


and 1,705 averag positions. 


\CTION TAKEN BY THE SECRETARY 


When Secretary Humphrey presented to the committee the revised 
estimates, he wrote the committee a letter in which he said in part: 


ir subcommittee begins its final consideration of our proposal of a budget 
1954 of $266 million for the Bureau of Internal Revenue, I want to be 
re that we have made entirely clear the principle followed in reducing the amount 
quested in the Truman budget by $6,500,000 As the Under Secretary and the 
Commissioner have explained before the Senate subcommittee, this reduction was 
made in three activities which are not expected to affect materially the amount of 
taxes collected. The item in the Bureau’s budget where it can be strongly argued 
that increased expenditures will produce even greater increases in the amount of 
tax collections, is the item of “Investigation and audit of tax returns,’’ and here 
our request is for the same amount provided in the Truman budget. We have not 
ime requested an increase in this figure, for Commissioner Andrews has 
-oneluded studies in which he is now engaged to determine whether this is 
» right amount, or whether the figure should be increased. When such studies 
have established a reasonable estimate of the amount by which increased enforce- 
ment activities would pay adequate dividends in increased tax collections, we shall 
not hesitate to ask the Congress for a supplemental appropriation, if this is the 
indicated conclusion 








7ol 


Present today as witnesses are Mr. T. Coleman Andrews, M1 
Q. Gordon Delk, Mr. T. C. Atkeson, Mr. Justin F. Winkle, and Mr. 
J. N. MeCollum. 


REDUCTIONS PROPOSED UNDER REVISED BUDGET 


Commissioner Andrews, will you be good enough at this time to 
describe these reductions in the revised request? 

Mr. ANprews. Thank you very much, Mr. Chairman. I believe 
when we were here before we were talking about the original budget 
of $272,500,000. Now we are talking about a budget of $266 million 
which is $6.5 million less than the original proposal and $4 million 
less than the current budget. 

The Secretary, after we had all discussed the matter up and down 
and we had told him what we could do—and, as I told you in ou 
first meeting, whatever the Secretary said we should have, we would 
work with regardless of anything else—the Secretary agreed with us 
that the reduction should not be one that would necessitate out 
reducing our enforcement effort. And therefore the estimate of 
$266 million now before you does not include any material reduction 
in the enforcement effort. 

Now, then, where does it appear? It appears in items 3, 5, and 6, 
which I will explain to you. 

I might say, though it may be repetitious of what I said before, 
that we felt that if we had to take a cut, that it was incumbent upon 
us to find places to cut other than the places we know paid big divi- 
dends. That is why we are before you now with reductions in 
activities that, in our opinion at least, will not substantially o1 
materially affect our getting in the revenue. 

The first item that we indicated a reduction in, is item 3, “Collection 
of delinquent tax accounts,” and in order that the record may be 
precise I should like to read a very short paragraph. 

Revision of procedures anc tolerances in respect to the preparation 
and processing of distraint warrants in connection with the collection 
of delinquent tax accounts. That is the place where we expect to 
take out $2,362,000 or 567 average positions. The tolerances will be 
raised to $10. The revision of procedures include (a) elimination of 
certain types of production reports; (0) mailing of second notices 
prior to sending an account to warrant stage; (c) screening of all 
accounts of under $100 by a review of the related tax returns; and (d 
a rewording of certain bills and notices to increase their effectiveness. 

The original estimates for 1954 aggregated $26,063,955. You will 
note that the revised estimate is $23,701,955 or a decrease of 
$2,362,000. 

Now, that is merely an implementation of what I told you whea | 
was here before, that we already were then engaged in trying to find 
a lower cost way of doing things; that is, cutting out red tape, making 
our procedures more simple, and undertaking to streamline the 
operations so that we would get at least the same or better results 
at less cost. That is what all that boils down to. It is a part of the 
Research and Planning Division’s work which I believe I had quite a 
good deal to say about in the original hearings, and indicates what can 
be done when intelligent research and planning are carried out. 
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The next activity is No. 5, “Regulatory control and inspection 
work,’’ where the reduction is $508,000. We accomplished this re- 
duction by a discontinuance of the inspection of retail dealers in con 
nection with the detection of refilled liquor bottles with nontaxpaid 
or inferior spirits, and by discontinuance of checking of retail and 
wholesale liquor dealers for the special tax stamp. 

The original estimates for 1954 aggregated $20,144,438. The re- 
vised estimate is $19,636,438, or, as I indicated, a decrease of $508,000 
That again, we think, is a desirable streamlining move. It is not 
something we have done to meet the budget cut; it is something we 
think we can safely do without sacrificing the effectiveness of our 
enforcement effort. 

The next item is No. 6, which has to do with the processing of 
returns, remittances, information documents, and claims. 

Here, to a large extent, is that great field of paperwork, and we are 
making a special attack on that to see if we cannot speed it up and 
get better results. There we expect to reduce the annual cost by 
$3,630,000, or an average of 1,044 positions. We expect to do that in 
these ways: 

A. Effect a reduction in the oat of excise-tax returns to be 
received, assessec, processed, and filed by requiring certain types of 
excise-tax returns to be filed quarterly rather than monthly. 

I might say there we know this will be not only be a great saving 
to ourselves but also a considerable saving to the taxpayers because 
what we are doing is reducing the number of returns from about 
7,500,000 to 2,500,000 without disturbing the amount of revenue and 
without disturbing the flow of revenue to the Treasury. It is just one 
of those things that good business indicates as being desirable. 

I think that I can tell you safely we expect to extend that even 
further by additional refinements, and continue to reduce the cost of 
handling that particular item. 

B. All withholding forms W2a will be sorted and a 4-percent 
sample of forms W2 verified against them. 

Approximately 15 percent of informational forms 1099 will be 
sorted so that in a reasonable period the complete alphabet will be 
matched. In both instances sampling will be done by selecting 
certain surname initials for processing. Materials sent to the Directors’ 
offices will be exactly the same as are now sent, but in reduced quantity. 

The original estimate for 1954 aggregated $66,911,423 for this 
activity. The revised estimate is $63,281,423, or a decrease of 
$3,630,000. 

A thorough analysis of all activities has demonstrated that the 
reductions listed above are the most which can be proposed at this 
time without seriously affecting the amount of revenue taken in. 

Now, I do want to emphasize, however, that this is just a part of 
our efforts to reduce our overhead. Remember, I talked about that 
before, to get the relationship between overhead and production costs 
on the most favorable ratio possible. We very frankly expect to 
accomplish further savings, further simplification, and increased 
effectiveness. That, however, is a matter that has to be done grad- 
ually and deliberately lest you make a mistake that might prove 
costly. 

We think what we have proposed up to this time is workable, and 
we are sufficiently sure of it that we are willing to tell you that we 
ean absorb this cut without interfering with our enforcement work. 
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Mr. Canrigtp. Mr. Commissioner, | think that is a very good 
tatement. You have made it clear to me, at least, from the studies 
hat you have made in the short time you have been in office, and 
rom your reviews of the earlier request, that vou feel that these cuts 
an be made without prejudicing the collection of revenue. It is 
iso clear to me that if later you come to the conclusion that the cuts 
will prejudice the collection of revenue, you are going to come before 
this committee and tell us so. 

Mr. Anprews. | would like to go even further than that. If we 
ind that we have been overoptimistic here, of course, we will let 
ou know immediately, but our studies as they proceed are aimed 
showing us where we can, as I stated in my earlier testimony, make 
further savings here, and I would want to understand if this com 
mittee is agreeable that as we reduce our overhead we will be not 


only permitted, but expected, to apply those savings to the increase 


of the enforcement effort. 
Vir. CANFIELD. We understand that is being done now 
\ir. ANprews. That is right, sir. 


CHANGE iN POLICY 


Mr. Gary. Mr. Commissioner, I ask this question not for the pur- 
pose of questioning yom previous statements, but to ascertain if there 
has been any change in policy since you previously testified before the 
ommittee. I have in hand a sheet issued by Prentice Hall, Ine 

ted April 20, entitled, “What Is Happening in Washington?’’ in 


vhich there appears the following paragraph: 


lax enforcement: Internal Revenue Commissioner Andrews wants Congress to 
rovide funds for 689 additional agents. Congress will probably grant the request 
fter receiving a promise that Internal Revenue will crack down on tax dodge 





th vigor * lh disc IssIng his pee yf fore congressional committees, Andre Ws 
as made it clear that he is not tisfied with the recent reorganization of his 
ency Republicans have com plained that key IR posts are occupied by Tru- 
an appointees. How to get rid of them is a problem facing the Eisenhower 
iministration. If necessary, drastic steps wi!l be taken, even to the extent of 
moving these key posts from civil-service protection (Another Internal Revenuc 
ganization plan is in the making and Congress will approve 
Mr. Anprews. They know more about it than I do. It is just 
nother one of those cases where ] suppose they had to get out a 
ort and they did their own reasoning on it. There are some things 
it that are absolutely not correct I do now know that we need 


omment on them here, but I can tell you, if you wish me to do so, 
retty accurately what our policy is. 

Mr. Gary. You did that in your previous testimony. All I am 
sking is, Has there been any change in the policy since you appeared 
before this committee to present your original request? 

Vii ANDREWS. No, sir; there has been no change in our thinking 
latsoever from what we told you when we were originally heré 


Mr. Gary. That is all that I want to know l was not questioning 
lr veracit ai all I know bow th Ost things happen | did want 
know if there had heen any chang in policy 


Mr. AnprEws. | would hke to give ee tear MRR ba far 
vrong these fellows can go 
Recently one paper quoted me as being highly pleased with the 


reorganization I think vou all know how I feel about the reorgan- 


tion 
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Another paper quoted us as using briefcase recording devices that 
we carried into people’s offices to record everything they said to us 
Well, we do not do anything like that. I do not know where th 
gentleman that reported it got it. He said very frankly to us ly 
did not remember himself. It is a pretty serious thing. It is 
paper with a nice circulation that says that we are doing somethin 
that we are not doing, and something that we would not do. Wy, 
think that it would be bad policy , and vet I wonder how many peopl 
throughout the United States think that every agent that walks into 
his office is ready to trap him. That is not helping us any to restore 
confidence in the Bureau. I regard that particular report as a serious 
one. It just isn’t being done, and it will not be done under my) 
administration 

Mr. James. Mr. Andrews, you have just answered one of thi 
questions that I was going to put to you. I read that report and 
wondered about it too 

Mr. Anprews. Off the record. 

Discussion off the record 

Mr. Anprews. When we got that report we immediately put out 
an inquiry to every office we have to find out whether somebody wa 
doing that on his own. We are satisfied that the answer is “No,” 
but just to make doublv sure we have done everything we can to be 
certain that it is not true. 


REVIEW OF RELATED TAX RETURNS 


Mr. James. Further than that, I am very much impressed with the 
things that you have decided to do in order to reduce costs. I think 


they are very wisely selected items and they are going to result, appa 
ently, in a very substantial reduction in costs. 

I would like to have a little clarification on item No. 3. I assume 
that the word “eliminations” precedes the following words ‘‘screening 


of all accounts of under $100 by a review of the related tax returns.’ 
> 


sc 


Just what is meant there by “a review of related tax returns’’! 

Mr. Anprews. In that situation we are not eliminating it. It is a 
procedure that we are adopting in order to get rid of a lot of work 
that is being done now that we think is nonproductive. 

Mr. Jamus. Pardon me. I thought the word “eliminations” ap- 
plied to the rest of the items also. 

Mr. Anprews. You are looking at the green sheet, are you not? 

Mr. James. That is right 

Mr. Anprews. You will see that (b) is a separate clause. One of 
the things we are doing there is to eliminate certain types of production 
reports. In the case of (d) we are screening all accounts. We are 
not eliminating the screening. Each clause there stands by itself 

Mr. James. Screening of all accounts under $100 by a review of 
the related tax returns? 

Mr. Anprews. That is right, sir. 


ELIMINATION OF CERTAIN DISTRAINT WARRANTS 


Mr. James. No; (a) says elimination of distraint warrants for 
accounts under $10. Would there be a likelihood that some smart 
people would just rock along by making out their returns and de- 
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ducting $10, knowing that the policy has been established not to 
press for the collection of that sum? The information is bound to 
ret into the newspapers and smart broadcasters will chitchat about 

that the Bureau will not issue distraint warrants for anything 
inder $10. 

Mr. ANnprews. I do not think there is any likelihood of that 
happening. The problem involved there, Mr. James, is the question 
of what size account you can afford to fool with. Now we are running 
ost studies on that. 

Mr. James. | agree with you. I cannot see how you could possibly 
ro through the motions of collecting $10, but | just have the idea that 
f this becomes known as the policy of the Department, there will be 
ome people who will report their tax liability $10 short, knowing 
full well that they can get away with it. 

Mr. ANprews. That does not mean, of course, that we are just 
oing to forget about every account of $10 or less It simply means 
n those cases where we think it ts desirable and economical to do so, 
we are not going through the expensive motion of distraint warrants. 
If we get some fellow who is recalcitrant and is not doing what he 
should, we may have to issue a distraint warrant in some of those 
cases. It does not mean as a policy we are going to cut that off com- 
pletely and never think about it. We are going to try to collect that 
money by every means available. 

Mr. James. Perhaps it would be better if mention of the $10 
limit in these hearings could be eliminated. 

Mr. Gary. That has nothing to do with the return. 

This relates to the time after the tax has been determined. If a 
taxpayer’s bill is less than $10, the Bureau does not intend to use the 
legal process of a distraint warrant to collect it. 

Mr. ANpREws. We are not going to discharge him automatically. 
We are going to use the collection methods that any person would use 
dealing with consumer credits. 

Mr. James. But short of distraint warrants? 

Mr. ANDREws. Yes, sir. 

Mr. Gary. You probably do not have to pay the cost of distraint 
warrants, but in ordinary cases where an individual uses a distraint 
warrant to collect a debt it costs a great deal more than $10 to invoke 
the process. 

Mr. Anprews. | might say that I strongly suspect that you are 
right. We are trying to find out exactly what that cost is and I think 
that we can. 

Mr. Devx. In the cases of $10 or less, the warrant will not auto- 
matically be prepared and drawn in anticipation that it will be used. 
There will be a further review of it when it goes through the warrant 
process. The collection letters will go out as is now the case, the first 
and second collection letters, and then consideration will be given 
whether or not you go through the distraint warrant stage. 

Mr. James. Then it does not mean that some indifferent effort will 
be made to collect the $10 and if that fails you will forget about it. 

Mr. Anprews. I might mention also in connection with that, \ou 
will remember the article from which you read, Mr. James, that it sa d 
something about us asking for 689 more agents. We are not asking 
for 689 more agents at all. We are asking for 689 more people to 
increase our collection effort, which is quite a different thing. As | 
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told you in our original hearing, that is where our collection problem 
is outstanding. We want to turn that money outstanding on wai 
rants downward. When we get that started downward we will fee! 
that we are making progress. We want to put the people on the co! 
lection effort which is more a matter of routine than anything els: 
and when you consider that you spread those people over 64 offices, i 
is not many. 
USE OF FORMS 1099 


Mr. James. Mr. Commissioner, the last item on the green sheet 
No. 6 and (2) under (b) is “Limited sorting and matching of informa 
tional Forms 1099.’’ Now, is there any sense in having that for: 
submitted by the employer of one person who pays out a taxabk 
wage? 

Mr. Winkue. | think that you are probably referring to the so 
called W2, Congressman. 

Mr. James. If you employ a household servant and you pay taxabl: 
income to him or her, you now have to report that income on a form, 
one copy the servant keeps—the other is attached to form 1099 and 
mailed to Kansas City. It seems to me a little foolish for an employe: 
reporting 1, 2, or 3 taxable incomes to go through all the motions and 
for you to match up all these things on form 1099. I wonder ii 
there could not be a limitation upon the number of persons employed 
before it is necessary to use the form 1099. 

Mr. Wink». So far as I know, that has not been studied. 

Mr. Arkeson. Mr. Chairman, the information return form 1099 
that he has referred to is required to be filed in the ease of all wages 
not subject to withholding of $600 or more, and I think that is the case 
of the maid. Now, the important point there is not the number of 
employees that a person has; it is to see that the maid files her return 
and reports the correct amount of wages. The purpose of form 1099 
coming into Kansas City is to match up with the record of the tax 
return having been filed. That is the first thing. If there is no record 
of a tax return having been filed, that form goes back to the appro- 
priate director for purposes of following up on a delinquent return 

Secondly, the director matches it to see if the correct amount of in- 
come has been reported. The form 1099 is used for a number of other 
purposes: to report dividends, interest, rents, fees, commissions and 
things of that type where the withholding tax does not apply. 1 do not 
know whether that answers your question or not. 

Mr. James. I can understand that, where you are reporting on a 
group of people, 10 or more—I do not know what the number should 
be—but where a person employs, say, 2 household servants and has 
to give each of them a copy of form 

Mr. Arknson. Form 1099. 

Mr. James. Then that employer has to also attach duplicates of 
those little forms to form 1099 and mail that to Kansas City. Why 
do vou have to fool around with form 1099? 

Mr. Arkeson. There is no requirement that a duplicate of form 
1099 be sent to Kansas City. 

Mr. James. Not a duplicate of form 1099, a duplicate of the form 
that you give to the person to whom you pay wages and which he or 
she attaches to the return he or she files. 
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Mr. Arxeson. I would like to distinguish between wages subject 
to withholding and wages not subject to withholding. In the case of 
a domestic the wages are not subject to withholding 

Mr. James. Right. 

Mr. Arkerson. In that case form 1099, which is the green form that 
you referred to, is to be filed by the employer directly with the process- 
ing branch in Kansas City, and a copy may or may not be given to 
the employee. That is a matter of choice on the part of the employer 
Now, in the case of wages subject to withholding, form W2 is made 
out which is known as a statement of the withholding payments 
The emplover is required in that case to transmit the original W2 to 
the emplovee as his record and his receipt for taxes withheld by thi 
employer, and a duplicate of it, known as form W2,A, is transmitted 
by the emplover to the appropriate director of internal revenue in 
his district and not Kansas City. So, I think, that we have to dis 
tinguish between the wages subject to withholding and not subject to 
withholding. 

Mr. James. I am glad that you went all over that, but I must say 
that I understood all of it before you said it. That is not the point 
that I am making at all. I know the difference between those wages 
that are subject to withholding and those that are not. [I was informed 
not only by the man who takes care of my own tax returns but by a 
maid in our house that they would not accept her return unless they 
had this small form attached to it. I had to get copies of the form 
and make them out and give it to her and then get form 1099 and 
attach one to that and send it to Kansas City. It seems to me, for 
one or two employees, that is a lot of wasted paper. I am ae for 
information, and if this is a matter that can be simplified it seems to 
me there is a place we could save some money. 

Mr. Arxeson. | think probably you have been inadvertently mis 
informed about the regulations. There is no requirement that you 
have to give a duplicate of the information return to the employee 
It is a matter of choice on the part of the employer, and it is usually 
good relations that cause the employer to give that to the employee, 
but there is also no requirement that the employee attach the form 
1099 to her own copy of our individual tax return. So, I think there 
has just been some misunderstanding. 

Mr. James. Our maid went to a revenue agent and came back to 
me and said that she had to have it. 

Mr. Anprews. What revenue agent? 

Mr. James. The revenue agent would be in Philadelphia. 

Mr. AnprRews. Let us get in touch with the Philadelphia office to 
see about this, because if that practice is going on and is unnecessary 
we ought to svop it. 

Mr. James. Up there you have agents distributed pretty well 
around the city for the convenience of the people. She is a housemaid 
and does not know too much about these things. She just accepted 
somebody’s word. 
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DISCONTINUANCE OF INSPECTIONS OF RETAIL LIQUOR DEALERS 


Mr. PassmMan. Mr. Commissioner, under activity No. 5 you have 
the following: 


Discontinuance of the inspection of retail dealers in connection with the detec- 
tion of refilled liquor bottles with non-tax-paid or inferior spirits; and, discon- 
tinuance of the rechecking of retail and wholesale liquor dealers for special tax 
stamps, $508,000 

Will you continue making spot checks of these establishments to 
determine whether or not they are possibly dispensing non-tax-paid or 
inferior spirits? 

Mr. Anprews. You put your finger right on the answer to the 
problem. In other words, instead of making the routine check, it 
will be a spot-check matter. 

Mr. Vursexiu. As I understand, the spot checking will make it 
necessary for you to use fewer men. In other words, instead of the 
routine checking of these liquor bottles, you will spot check them with 
iewer people. 

Mr. Anprews. That is right, sir 

Mr. Vursexy. Off the record. 

Discussion off the record. 


NUMBER OF AVERAGE POSITIONS TO BE REDUCED 


Mr. Vurseiu. May I ask, do you know now about how many less 
employees will be used under this budget? 

Mr. Anprews. 1,705 average positions. 

Mr. Vurseuu. I must say, Mr. Commissioner, that I was impressed 
the first time you came in here, and my good impressions have been 
compounded by your return before the committee today. I do not 
particularly like to see anyone lose a job, but I know it costs money, 
and we have to reduce the budget. One thing that I do like about 
your approach is the fact that vou are getting at this matter in a 
businesslike way and I think that you are going to increase the 
efficiency of your own staff and bother the public a little less. I want 
to commend you and your entire staff for your cooperation with the 
committee 

Mr. ANprews. Thank you very much. 


REVIEW OF BUDGET ESTIMATES 


Mr. Stemrnskr. You show here a saving of $6,500,000 over the 
printed budget of 1954, and that looks very fine. I hope that you 
can do it, and, as Mr. Vursell said, perhaps we will like the idea that 
you can economize. Perhaps it will not prove to be false economy. 
However, just for the sake of the old ball game, do you know what the 
record of the Executive and the Congress has been in what has been 
asked in annual Federal budgets and what has been obtained from the 
Congress? Would you know offhand the record of your Bureau as to 
what was asked for and what this committee granted? 

Mr. Anprews. No; I do not. I would like to say something on 
that point if I may, which I think is fundamentally a matter of budget 
preparation. I have had a lot to do with budgets. I have made a lot 
of them. My feeling after many years of experience is that in its 
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inception a budget should contain everything that the administrator 
thinks he needs, regardless of how much he thinks he might get. 
Otherwise, it is not clear to me how those who must review his esti 
mates will know what to cut out, bearing in mind the first review 
comes by his superior at the administrative level When they cut 
out certain things you put that aside. That reduces it, Then it 
goes on up for legislative review and the le gislature will say—these are 
all fine things, but we cannot give you all of that money now: what is 
the most important thing? So, it gets boiled down further In 
rh words, the philosophy of budgeting, as I have always understood 
, should be for the administrator to tell what he needs regardless of 
whivitatte he gets it or not. I realize that there may have been in all 
government, at every level, a tendency to ask for a lot more than you 
think you can get with the hope that you will get what you really 
want. Iam leaving that aside here. I do not know anything about 
that kind of budget. I would not assume that | was smart enough to 
kid you gentlemen into a proposition of that kind. We have asked 
you for what we think we need, and if you were to say to us—well, 
Mr. Andrews, this is all very well, but we cannot give you all the 
money—then it is up to me to find an order of priority whereby I lop 
off the things that are less essential so that I retain the things most 
essential. That seems to me to be the fundamental philosophy. 


BUREAU OF THE BUDGET’S ACTION ON BUDGET ESTIMATES 


Mr. Stemrnski. I am glad that you brought that up. | am not 
clear today just how our Government is operating in this matter of 
budgets. In a previous hearing this morning I asked a gentleman 
from the executive branch of the Government whether our Bureau 
of the Budget was feeding him what it wanted and then if he had 
adjust accordingly. 

May I ask this question: Are you today told by the Bureau of the 
Budget or by your chiefs what you are allowed to spend and that 
you must thereby adjust, or are you given the privilege of submitting 
what you think it will take, with all the research, ingenuity and d 
cretion that vou, as chief of the department, can use? Do they extend 
to you that courtesy? Do they start out, in our Government toda. 
by saying, “Mr. Andre ws, what do you think you need to make this 
first-class bureau?’ Or do you come in and they say to you: “Brothe: 
this is what we will give you; operate under it,” trusting the executive 
that tells vou that has used vision, used research, used knowledge? 
What is the answer to that question, sir? 

Mr. Anprews. My understanding is this, and if | am wrong these 
gentlemen who have more familiarity with the workings of this budget 
than I have can check me, that the Bureau of the Budget does set 
up a limit on what we are to ask for. Now, that is not a negation of 
the principle that I indicated a while ago, because the determination of 
what you need is discussed, discussed at the administrative level 
before you get to the Budget Bureau. In general the situation 1s, as 
I understand it, that the Budget Bureau, acting for the administra- 
tion, does as a matter of fact sav we cannot ask for more than a certain 
amount of money and you adjust yourself to that by establishing 
priorities of need 
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RESTRICTIONS UNDER WHICH BUDGET ESTIMATES ARE MADE 


Mr. Sreminski. Right at that point, is not that, in effect, giving 
the human equation a sort of control, a harness, that we in the Amer- 
ican free enterprise system do not want on us until we have had full 
play? Just because you are working for the Government, remember, 
you are still an American. We want you to use all the initiative, 
ingenuity and imagination that you as an individual, as an American, 
have, and because vou come into a meeting knowing that the halter 
is on you, do you feel that stifles any attempt at ingenuity in your 
Department during the year for research projects, and so forth? Do 
vou on think that we could help vou if you were told by the Congress, 
Mr. Commissioner, when you go to this Bureau of the Budget hearing 
we want recorded somewhere your vision, your initiative, your esti- 
mate of what vou think you can do in your department? How can 
we today say that Mr. Dodge and the Bureau of the Budget, with 
all respect, have as much first-hand grasp of these matters as you in 
vour own department? You may have a $10 million idea that will 
cost a little money to launch, but how can they find out how good 
something is unless they first hear from you? 

American industry says, “Give me ideas; give me the man with an 
idea, a new approach.” It may cost millions to put it into effect, 
before returns are realized. Do you feel that the Bureau of the 
sudget. gives you a chance to come forward with money-costing 
ideas that will probs ably give us moneysaving or moneymaking results? 

Mr. Anprews. That is a double-barreled question. Let me answer 
the first part first. I think that any administrator when he has been 
told what limits he must expect to operate under is then put in the 


position where his ingenuity is sharpened rather than dulled. 


Mr. Sremrnskr. Do vou feel that wav? 


jr. ANDREWws. I do. sir. 

Mr. Steminski. Good, but | doubt there was any money allocated 
in the Spanish Treasury before Christopher Columbus sold his ides 
of a voyage 

Mr. Anprews. Because the Administrator then has to use ingenuity 
to operate under that limitation. Bear in mind, however, there is 
always the original budget in which the administrator does get an 
opportunity to put down in writing what he thinks he ought to have. 

Now, as to the second aspect of your question, say, the Bureau 

Internal Revenue coming in here and telling you the full need, as 
we see it, we must remember that the Bureau of Internal Revenue 
is not an independent establishment. It is under the Treasury. The 
Treasury as to budget matters is under the Bureau of the ‘Budget, 
and therefore the processes of discussion and argumentation as ‘be- 
tween the Commissioner and the Treasury and the Budget Bureau 
all have free play prior to the time that we get here. I do not think 
that anybody is actually stifled. I think that there is plenty of 
opportunity in these hearings. 

For instance, if you gentlemen have doubts about whether we are 
getting the amount of money that we think we ought to have, you 
would probably ask us and we would be perfectly frank, or I would, 
and tell you exactly how I feel about it. I think we did that in our 
original hearing. I do not think, frankly, that there is any shackle 
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yn anybody in this process that we follow here. As a matter of fact, 
| think it is a cood policy. 

Mr. Stemrnski. I am trying to avoid the Billy Mitchell approach 

our Government Billy Mitchell had a cood idea and because 
sion was not there he was court-martialed, and if you have some 
ort of Billy Mitchell idea I want to go on the record as letting the 
vople know that you are not hamstrung by some independent 
reney like the Bureau of the Budget from creating an idea that 
ight cost money and produce great results for America 

Mr. Anprews. As to that I would like to say this: | am perfectly 
ynvineed from my own experience up to this time that if I had a 
Billy Mitchell idea, and I could sell it to Mr. Humphrey, I believe 
iat he would fight for it as hard as | 

Mr. Stemrnski. I am glad to hear you say that. I have that 
ynfidence in you 


COMMITTEE! "S REDUCTION OF 1953 BUDGET REQUEST 


Mr. Gary. In answer to Mr. Sieminski’s question, may I say that 
his committee last year cut the budget request for this Bureau 
$35,000,000. In all fairness I think it should be said they asked for 
$305,000,000, and included in that was $20,000,000 for the enforce- 

ent of the gambling tax, which we struck out altogether. I think 
subsequent events have proved that we were correct. In addition to 
that, the 80th Congress cut the funds of the Bureau very severely, so 
that they had to discharge a very large number of agents. Each 

ar since that time they have been coming back asking for a number 
f additional agents. We felt that they were asking for those agents 
n larger numbers than they could recruit capable men, so we have 
cut the number requested down each year, but we did allow the 
Bureau to gradually rebuild its force. Last year we felt they had 
about reached the maximum strength needed [ do not know 
whether this is true or not I do not think this committee knows 
| am glad the present Commissioner is making investigations along 
that line, because if he finds that he needs more agents | think that 
he should have them. It is economy to employ a larger number of 
agents if they can produce more revenue than their cost. But we 
felt last year that the request was excessive. Conseq iently, we cul 
out $20,000,000 requested for the enforcement of the gambling tax, 
ind $15,000,000 from the other requests. We allowed them a net 
ficure of $270,000,000. 

Now, the first request this year was for $272,500,000. That is 
$2,500,000 more than we allowed last year. The present request is 
$266,000,000, which is $4,000,000 less than we allowed last year. 

Mr. Sreminskr. Thank you, Mr. Gary. 

(Discussion off the record.) 

Mr. Gary. I cited the figures merely to show that when an agency 
does ask for too much money the committee can cut them down, 
and we did last year to the tune of $35,000,000. Apparently we 
reached approximately the right figure because they have come back 
this year and asked for substantially the figure that we gave then 
last year. I wanted to get those facts on the record. 
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INDICTMENT OF THE HOUSE COMMITTEE ON APPROPRIATIONS 


Mr. Sreminskt. | believe that the good will of the people is in 
volved here as well as the reputation of Congress. 

There is an article in a national magazine which tries to indict thi 
Committee on Appropriations. I grant you it is a slanted articl 
but when it tries to indict the Appropriations Committee for a phon) 
presentation, I think it is time that we let the people know the truth 
It is my intention to show the gap between what the Executive has 
asked of Congress each year for the past years and what the app 
priations committee and the Congress granted the President, and 
then what the Congress has had to add by way of supplementa 
appropriations. I think such a presentation will be revealing. 

Mr. Anprews. I would like to throw in an observation her 
First of all, our coming in here and telling you that we can live within 
$266 million as against $272,500,000, as we talked about when we first 
came, is not a matter of our just merely adjusting our thinking to a 
situation. That is not it at all. If this committee had given us 
$272,500,000, precisely the things indicated here that we are going to do 
to adjust ourselves to $266 million would have been done anyhow 
under our program of planning and research, and we would have then 
taken that money and used it elsewhere, where we thought it would 
have paid off, or returned it to the surplus, one or the other. 


NEI i B tEAU HEADS TO BE SALESMEN 


On the other thing, vou know that in all of the civil-service ratings 
there is not a rating for a salesman, not in the whole United States 
Government iot one that I know 
. bureau heads has to be a sales- 
man We can have the finest ideas in the world, but if we cannot sell 
them to our superiors that is too bad. Either we are not good sales- 


On the other hand, every one of us 


men or we have a poor idea. IT am not worrying about being able to 
sell the needs of the Internal Revenue Bureau to Mr. Humphrey or 
Mr. Dodge because | am sure they are reasonable men, and will do 
what 1s good for the country I am not worried about selling it to 
vou gentlemen. If I have a good idea and I am not capable of selling 
it then you ought to have another Commissioner of Internal Revenue 
If { have a worthless idea and I come here and you gentlemen make me 
see that it is worthless, then it is up to me to back off and say, “Yes, 
| think that vou are right and I am wrong.” 


NEED FOR STOPPING UNNECESSARY USE OF FUNDS 


Mr. Steminskr. I was out at one of the Armed Forces commands 
in 1949 lecturing on supply economy. One night, after my lecture, I 
had dinner with an officer who that afternoon was put on the carpet 
in no uncertain terms for turning back $90,000 of his department’s 
unused funds. He was told that unless he used the money Congress 
would not give the same amount next vear. We want to stop that 
sort of bootlegging. The only way we can do it is to make everyone 
feel that he is given fair play, free play, and that there is no attempt 
to indiscriminately slash across the board; that if you sincerely need 
something, we are going to try to give it to you. I am trying to do 
away with that slash spirit which penalizes the fellow who plays it 
straight 
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INTRODUCTION OF THE NEW DEPUTY COMMISSIONER 


Mr. Canrietp. Mr. Commissioner, we note that you have at your 
side this morning Mr. Gordon Delk, Deputy Commissioner. We 
glad to greet him. If I am not mistaken, he was named by you as 
Deputy Commissioner since your earlier appearance before this 
committee. 

Mr. Anprews. That is right, sir. 


BACKGROUND OF THE DEPUTY COMMISSIONER 


l 


Mr. CanrFie_p. Perhaps at this time you would be willing to tell 
something about your new Deputy Commissioner. 

Mr. Anprews. I would like to do that, and I would like to discuss 
with you a little the crystallization of our thinking about the organiza- 
tion of the Bureau. 

Mr. Canrigbip. Good. 

Mr. Anprews. First of all, as to Mr. Delk, he is a career man 
He has never worked anywhere on a full-time basis, | suspect, except 
in the Government. He came here out of school as a messenger in the 
General Accounting Office. In 1943, when I was loaned by thi 
Marine Corps to the State Department to go to north Africa, | of the 5 
men assigned to me was Mr. Delk. He came to the group representing 
the Government, you might say, but more specifically representing 
the General Accounting Office and the Treasury and the Pureau 
of the Budget because he was, owing to his long career, acquainted 
with how those things operate. We other fellows were outside thi 
Government and did not know the intricacies of that. He went to 
north Africa with me as one of the members of my staff. We had 
happy and I thought very successful operation over there, largely 
because of the fact that Mr. Delk kept us out of a lot of trouble w 
would have gotten into by virtue of our not knowing Government 
rules and regulations. 

Then, when I came back from the Pacific Mr. Delk, having in the 
meantime returned from north Africa, had gone back to the General 
Accounting Office, and I asked that he be assigned to me to help m« 
with the organization of the Corporation Audits Division of the 
General Accounting Office. He joined me there and became one of 
my assistant directors. Something over a year ago he decided, as a 
great many people do who have their roots in the soil, that he would 
go back to it, and he went back home to farm. I am not yet sur 
whether I did him a favor or not, but at any rate I talked him into 
coming back up here to join me in the Bureau. He bas now been mad 
Deputy Commissioner, which means that in the organization set up 
in the Bureau he is my alter ego and cuts across the entire organiza- 
tion. 

DUTIES OF THE DEPUTY COMMISSIONER 


His immediate concern is with the reorganization of the Bureau 
ascertaining exactly how it was carried out and what was done about 
it, and so on, so that we will be able to arrive at an intelligent conclu 
sion as to what, if any, changes we should make in it. I feel, frankly 
very fortunate in having him with me. 
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ELEVATION OF TWO MEN TO THE POSITION OF ASSISTANT COMMISSIONER 


In addition to that, we have also elevated Dr. Atkeson to the posi- 
tion of Assistant Commissioner, changing him from the status of 
Assistant to the Commissioner, and giving research and planning the 
dignity that I told vou I thought it should have, by putting Dr. 
(tkeson in an Assistant Commissioner position and giving him an 
opportunity to develop the plans for the Bureau. 

Mir. Canrretp. | am sure every member of this committee is glad 
to hear that 

Mr. Anprews. Thank vou, sir 

In addition to that, we have changed the Administrative Assistant 
to the Commissioner to the status of an Assistant Commissioner, 
because that job spreads over the entire revenue System. It concerns 
itself with personnel, it concerns itself with housing, and a great many 
other things that are bureauwide in their application. That position 
has been assigned to another career man, Harrell Vance, who has a 
distinguished career in the Government 


rOP POSITIONS IN THE BUREAU OF INTERNAL REVENUE 


That gives us the setup of Commissioner; Deputy Commissioner ; 
Assistant Commissioner in Charge of Operations, Mr. Winkle; Assist- 
ant Commissioner in Charge of Technical Matter, Mr. Sugarman; 
(Assistant Commissioner in Charge of Inspection, Mr. Hoppe; Assistant 
Commissioner in Charge of Research and Planning, Dr. Atkeson; and 
Assistant Commissioner in Charge of Administration, Mr. Vance. 

We think that is a workable and proper sort of an organization. We 
already are going forward under it, and believe it will pay off in good 
dividends in the form of a better revenue service. 

Of course we still have a lot of problems, as you know, but I can 
assure you, as | believe I did before, that if we can just have the oppor- 
tunity to solve those problems ourselves administratively, so that we 
can do it with deliberation, recognizing that haste makes waste, espec- 
ially in a thing like this, I believe when we come back here next year 
vou gentlemen will agree we have a greatly improved revenue service. 

Mr. Gary. Mr. Chairman, may I say 1 take pleasure in welcoming 
another Virginian to the service. I am sure he will live up to the 
traditions of the Commonwealth and will contribute a great deal to 
the Bureau. 

Mr. Vurseuu. Off the record. 

(Discussion off the record.) 

Mr. Canrretp. Mr. Commissioner, you may recall as we concluded 
the earlier hearings I said something to the effect that I believe that 
the employees of the Bureau have a right to look up to their new leader- 
ship, and I added to that statement that I believe also the people of 
the United States, that is, the taxpayers of our country, have a right 
to look up to the new approach in the Bureau of Internal Revenue. | 
think that what has been said before this subcommittee augurs very 
well for the future. Thank you. 

Mr. Anprews. Thank you, Mr. Chairman. I will say for myself 
that we are getting some fine cooperation on the Hill, 
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WEDNESDAY, APRIL 22, 1953. 
REVISED ESTIMATES OF THE TREASURY DEPARTMENT 


Mr. Canrie_p. Gentlemen, we meet this morning for the purpose 
f considering the revised estimates submitted by the Treasury for 
he fiscal year 1954. At this time I desire to read a letter directed 
o the chairman of the committee under date of April 1, 1953, by the 
secretary of the Treasury. This letter was received after the com- 
ittee had concluded hearings on the original figures presented in 
e so-called Truman budget. The letter is as follows 


THE SECRETARY OF THE TREASI 
Washington Ap 
JoHn TARER, 
Chairman, Committee on Appropriations 
House of Representatives, 
United States Capitol 


My Dear Mr. CuarrMan: The estimates of appropriation requirements for 
freasury Department for the fiscal vear 1954 which are before vour committ 
1 on which hearings are now being concluded were, as you know, prepared and 
by the former administration You are also probably aware that the 
ctor of the Bureau of the Budget, on February 3, 1953, addressed a lett 
lepartments and agencies directing a review of the 1954 budget with a vi 
icing budgetary obligational authority, reducing the level of expenditure 
ically examining existing programs, restraining commitments on new programs, 
pur 


ee 


mitted 


generally driving for greater efficiency and reduced costs. For these | 
s, new budget policies and criteria were laid down The Treasury Depart 
nt, like other departments, has completed a careful reexmaination of its 1954 
lvet estimates in line with these new policies 
In connection with the above review, it should be noted that approximat lv 96 
Dy 


‘ent of the total appropriation requirements of the Treasury are fixed 
d 


ute and are outside the administrative control of the Secretary These fix 
quirements include such substantial items as interest on the public debt, 
350,000,000: transfers to Government trust funds, $6,382,300,000: and refunds 
taxes and customs duties amounting to $2,613,000,000 

Che appropriations over which I am able to exercise some degree of administra 
ve diseretion totaled $655,013,000 for the fiscal vear 1953 Against these 
propriations, estimates for the fiscal year 1954 were submitted by the outgoing 
i {ministration in the amount of $665,328,000, or a requeste 1 increase of 
410,315,000 over the current year’s appropriation Based upon the reexamina- 
yn referred to above, I am pleased to be able to report that reductions on the 
ginal estimates have been approved in the amount of $50,883,000, which 
luction of approximately 12.2 percent, excluding the revenue-producing 
rans In contrast to an increase over the 1953 appropriations, these revised 
timates will mean an actual reduction below the corresponding 1953 appropria- 
ons of $40,568,000 

The reductions in the estimates proposed herein are set out by individual 
ypropriation item in the schedule attached. To some extent, these reductior 
re predicated on our ability to develop during the next 15 months methods of 

‘omplishing savings which are not now clearly in sight It may be that further 
ethods of saving can be found, and this objective will of course be vigorously 
irsued. However, in the light of what I now know, | think that any further 
eduction at this time could do serious damage to the operating efficiency of the 
Department and to its ability to properly discharge the various responsibilities 
that sre imposed on it by law. 

It is requested that the revised estimates be substituted for the estimates now 
efore the Congress and that they be used as the basis for determining the amounts 

be approved by your committee for the fiscal vear 1954. 

Very truly yours, 


Secretary of the Treasury 
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Re luctions in appropriations for 1954 


Amount in Revised 


Pad 1 
1954 budget amount Reduc 


§20, 000 $2, 400, 000 

, 000, OOO 1. YOO. OOD 

t 065, 000 11, 000, 000 
Public Debt 55, 000, 000 51. 000. 000 
450, OOO 18, 450, 000 

f the Treasurer 550, 000 350, 000 
, 000, OOD 40, 500, 000 

venue i 500, 000 266, 000, 000 
725, OO 2. SOO, 000 

698, OOO 630, 000 

430, 000 75, OOO 

00, 000 7 000 

)», 000. 000 l 240, OOO 


000, 000 5 000 
600, 000  § 000 


643, 938, 000 593, 055, 000 


Mr. Canrretp. Under date of April 15, 1953, the Secretary of th: 
Treasury directed to me, as chairman of this subcommittee, the follow 
ing letter: 


THe SECRETARY OF THE TREASURY, 
Washington, April 15, 1953 
Hor MRDON CANFIELD 
Chairman. Treasury-Post Office Subcommittee, 
House ippropr ations Committee, Washington dD. 
Dear Mr. CANFIELD: As your subcommittee begins its final consideration 
our proposal of a budget for fiscal 1954 of $266 million for the Bureau of Interna 
‘nue, | want to be sure that we have made entirely clear the principle followed 
jucing the amount requested in the Truman budget by $6,500,000. As the 
Secretary and the Commissioner have explained before the Senate sub 
luction was made in three activities which are not expected to 
amount of taxes collected. The item in the Bureau’ 
strongly argued that increased expenditures will produc 
n the amount of tax collections, is the item of ‘‘ Investiga- 
and audit of tax returns,’’ and here our request is for the same amount 
vided in e Truman budget. We have not at this time requested an increass 
his figure, for nmissioner Andrews has not yet concluded studies in which 
is now engaged to determine whether this is the right amount, or whether th: 
ire should be increased. When such studies have established a reasonable 
of the amount by which increased enforcement activities would pay 
iate dividends in inereased tax collections, we shall not hesitate to ask thi 
ngress for a supplemental appropriation, if this is the indicated conclusion 
\ somewhat similar comment should be made with respect to the appropriatio: 
of $40,500,000 requested for the Customs Bureau. Here also we are reviewing 
various aspects of the work, as for example, to determine whether the examination 
of a higher percentage of mail matter than at present would increase the revenues 
by more than the increased cost of such additional examinations; to determine 
whether the estimated Customs workload can be properly handled by the projecte “d 
force; to appraise the savings which would be realized from the projected Customs 
Simplification Act; and to decide whether an adequate job is being done in other 
respects, including the surveillance of Communist propaganda material entering 
the country if it appears necessary as a result of these studies, we shall reques 
ipplemental appropriation. 
| wish to add a final comment relating to the Coast Guard. As was brought 
out in my testimony and that of Assistant Secretary Rose before the Senat 
subcommittee, certain of the reductions from the Truman budget resulted from 
| that we in the Treasury have adopted the principle that activities engaged 
i the Coast Gu: ird solely for the benefit of the Defense Department should be 
included in the budget of that Department to the extent it desires them to be 
earried on. Furthermore, the state of military readiness permitted by the Coast 
Guard appropriation which we are requesting will have to be agreed upon with the 
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AVY We do not presently anticipate any difficulty in these respects; but, if 
cisions were reached contrary to the principles and assumptions upon which 
is portion of the Coast Guard budget was prepared, they mig 
hich would require resubmission to you 

We shall be glad, of course, to have the heads of tt 

reasury personnel as you desire, appear before you 

visions which we have made in the budget figures previously submitted to your 


peommiuttee 


ht create a situation 


With personal regards, l am, 


sincere! )UTS, 


Mr. CANFIELD. At this point in the record there will be inserted, 
without objection, the following descriptive statements: 
The statements are as follows 


nual appropr rations T ISU Departn 


ements for 


Description 


priations for operatin 


I 
I 
tir the revenue 


Bureau of Internal Revenue 
Bureau of Customs 
al service 
Bureau of Account 
Bureau of the Public Debt 
Office of Treasurer nited State 
3) Co Bureau of the 
4) Other bureau 


Grual 

tN : 
.arcotics 
+ Ser 


offices of the Secretary 


gular annual appropriations 
lreasury 


blie debt 

retirement payable from ordinary 
ind other statutory requirements 
moneys erroneously received ar 


e pu 


Interest on uninvested trust funds 

Refunds and drawbacks, customs 

Refunding internal-revenue collect 

Contributions for annuity’ benefit wi 
Police and Secret Service forces 


Subtotal, permar 


pecial accounts 
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Mr. Canrietp. I might say at this point that the hearings which 
we are about to start on the revised budgets for the individual 
bureaus and offices of the Treasury Department will be placed in the 
printed record at the appropriate places; 1. e., following in each 
instance the testimony that has been taken on the Truman budget 
with respect to those individual bureaus and offices. It is believed 
that in this way the record will show more conveniently and more 
expeditiously the justification for the estimates before this committee. 
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